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MONDAY MORNING SESSION

May 5, 1969
... The Council Meeting of American Institute of
Certified Public Accountants convened in the Main Ballroom of

the Broadmoor Hotel, Colorado Springs, Colorado, at 9:00 o'clock
a.m., on May 5, 1969, President Ralph E. Kent presiding ...

PRESIDENT KENT:

Will you come to order, please?

Mr. Secretary, do we have a quorum?
THE SECRETARY:

PRESIDENT KENT:

We do.
You made that decision very quickly.

... President Kent then presented his prepared
address with the following interpolations ...

No. 1.

Council may be willing to meet for possibly

a couple of hours this afternoon to free up some time for

tomorrow afternoon, taking the pressures off on the golf
schedule.

clubs.

It's been rumored that some of you brought your golf

I hope you get to use them.
No. 2.

In a letter received here in Colorado Springs

from Jack Carey of Taconic, Connecticut, to which he moved
just a week ago, he asked that we convey his appreciation to
Council for all that has been done to make his retirement so
painless.

Jack goes on to say, "I hope the meeting will be
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constructive.

The Institute faces many problems and the

Council should help the administration in finding sound solu
tions."
And then, in a generous move from Taconic, he says,

"Now that I am not in the hot seat, I hope the Council challenges
the management vigorously."

Always thinking about the profession.
No. 3.

As I mentioned earlier, we have our weather

scouts taking a look at the weather.

Those of you who had your

radios on this morning may be dismayed at what you hear.

My

understanding of the weather report is that it could rain for

the rest of the week.

It does seem prudent that we consider possibly just

before or just after the coffee break whether we shouldn't meet

for maybe a couple of hours this afternoon.

We will have to re

arrange the program some to do that, but we would expect that
we would be able to do that.

It does solve the other problem,

assuming the weather clears, that we had starting times beginning
as early as 12:28 tomorrow which would have been very unfortu
nate because the subject we had for consideration as the last

subject tomorrow morning was the one on permissive incorporation

which is one of the major problems that really warrants the

attention of all Council members, so maybe we can kill two birds
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with one stone.

You may remember that our theatrical minded President
Marvin Stone introduced us to the benefits of Treasurer’s

reports produced on slide form, and that went over very well
last year, and we would like to continue that.
Our Treasurer Walter Hanson will now present the
Treasurer’s Report, aided and assisted by that shining pate at
the front, George Taylor.

Walter, will you take over?

MR. WALTER HANSON (Treasurer):

If I were to summarize

the financial condition of the Institute at this time, I could
do it this way.

We are having a good year so far, being only

six months into it.

Before getting into the Treasurer's Report, I would

like to extend my thanks formally to George Taylor for the
wonderful job he has done in assisting me in my responsibilities

as treasurer.

George is responsible for putting together this

theatrical expose, and as you can see I think it gives you a

very concise overview of the Institute’s finances.
There is one thing to remember in connection with

the slides, and that is the fact that management and service

charges, along with all salaries and overhead, have been pro
rated to all of the activities and projects of the Institute.
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As a result of this allocation, the revenue-producing activities
of the Institute show a net cost.

...

Mr. Hanson then presented his prepared paper

with the following interpolations ...
No. 1.

Looking at the details of the figures, you

can quickly see, if you compare the current six-month actual
with last six-month actual, the major increase was through the

member's dues, $374,000.

This, of course, is a result of the

dues rate increase this past year.

That carries on through so

that with very minor changes again comparing with last year,

we have in excess of income over expenses a reversal of a
deficit from the last year of $486,000.
No. 2.

And here would be a case where the members

could help the Institute tremendously and do a little bit of

long-range planning on their needs, so we are not required to

make air mail shipments of this material.

This has increased

our costs substantially this last year.
No. 3.

We have with us today Dr. Schlosser.

As I

indicated earlier, if you have any questions in this area,

George Taylor is here, and any questions you have on the
finances of the Institute, I am sure between the two of us we
can come up with some kind of an answer.
PRESIDENT KENT:

Any questions?

Any questions of the Treasurer?
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Thank you very much, Walter and George.
Thinking of no questions of the Treasurer, I was

impressed with that same situation last year, and I think once

we have adopted Marvin's proposal for the movie approach, it's

like coming out of the movies.
they come out of the movie.

No one has any questions when

The Treasurer gets off scott free.

We come now to the General Report of the Executive

Committee, which will be presented by Stanley Scott, Vice

President from Dallas, Texas.
You have received in other mailings that you have

gotten in preparation for this Council meeting, a good deal of
background information which Stan will not duplicate, but he will
give a report on other items of general interest, reporting on

what the Executive Committee has been doing.
MR. STANLEY SCOTT (Vice President):

distinguished guests, and members of Council:

Mr. President,

It is my pleasure

to bring you a summary report of the activities of the Executive
Committee.

... Mr. Scott presented his prepared report with the
following interpolations ...

No. 1.

Mr. President, I place in nomination the names

of these individuals who have just been listed for the terms
indicated
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... The motion was duly seconded and the question was
called for ...

PRESIDENT KENT:

The question we have before us in

the appointment of a three-year term of six members of the

APB:

Donald J. Bevis, Joseph P. Cummings, Philip L. Defliese,

Newman T. Halvorson, George C. Watt, Leo E. Burger, and the

election of Robert Hampton to complete the term of Louis Kessler
who has resigned from the board as of September 30, 1969.

Is

there any discussion?
The question has been called for.

All those in favor

of the election of the named individuals say "Aye" (Ayes)
Contrary?

(No response)

The motion is carried and the seven

men are duly elected to the APB.
... Mr. Scott continued with his prepared address with
the following interpolations ...

No. 2.

Mr. President, I place in nomination these

individuals' names.
... The motion was duly seconded ...
PRESIDENT KENT:

The motion we have before us is for

the election of members of the Trial Board of the following:
Hayden Anderson, Henry V. Benson, Jr., Edward DeMiller, Jr.,

Everett Hawley, Jr., Frank L. Muncy, Maurice A. Webster, Jr.,
and Jordan B. Wolf.
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Is there any discussion?
... The question was called for, the motion was put

to a vote, and was carried unanimously ...

PRESIDENT KENT:
...

The men have been duly elected.

Mr. Scott then concluded his address ...

PRESIDENT KENT:

Stan, will you wait just a moment

in case there is a question?

Are there any questions with

respect to the report of the Executive Committee?

Thank you

very much, Stan.
May I have a motion for the approval of the acts of

the Executive Committee as reflected in the minutes of the meet
ings for the current fiscal year?
... It was so moved and seconded ...

PRESIDENT KENT:

We have a motion for the approval of

the Executive Committee’s report to Council for the acts of the

Executive Committee since the last approval last fall.
any discussion?

The question has been called for.

Is there

All those in

favor of approval of this motion, please so indicate by saying

"Aye."

(Ayes)

Contrary?

(No response)

The report and the acts of the Executive Committee
are approved.
Our next order of business is to have Council approve

the mail ballots which have been submitted to you each month for
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election to membership of the Institute, referring specifically

to mail ballot 411, dated September 30, 1968; 412, dated October
31, 1968; 413, dated November 30, 1968; 414, dated December 31,
1968; 415, dated January 31, 1969; 416, dated February 28, 1969;

417, dated March 31, 1969.
May I have a motion, please, for the approval of these

mail ballots for election to membership of the name contained
.
T
therein?

... It was so moved and seconded...

PRESIDENT KENT:

Contrary?

(No response)

All those in favor say "Aye."

(Ayes)

The mail ballots are approved.

We will now take a twenty-minute coffee break.

The

coffee is in this room right here.

... A short recess was taken ...
PRESIDENT KENT:

May we come to order, please?

We would like to deal first, if we may, with this

matter of an afternoon session.

Our coffee time weather fore

cast today — afternoon and evening thundershowers, chance of
rain, 100 per cent.

CPA examinations.

That's an even higher grade than we get in

Tomorrow, cloudy, chance of rain, 30 per cent.

As I mentioned earlier, on the starting golf times
that have been posted by the golf committee, it shows take off

time beginning at 12:28.

My count of the take offs of people
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participating through the 1:00 o'clock time indicated we might
be missing as many as sixty Council members at the time we were

trying to finish up on our permissive issue, which is a major
issue.

If we were to switch and hold an afternoon session this

afternoon from 2:00 until 4:30, that would enable us to meet
for not more than two hours in the morning, which means we would

be finished by 11:00 o'clock which would take all of the pres

sure off the golf starting times versus the business of the
Council.

UNIDENTIFIED:
PRESIDENT KENT:

I move we do so.

There is a motion made by a golfer

with an early starting time that we meet this afternoon.

Is

there a second to that motion?
... The motion was duly seconded ...

PRESIDENT KENT:

The motion before us is to have an

afternoon session of approximately two. hours today curtailing

tomorrow's session to about two hours, and the portions of the

program that we are prepared to carry on with this afternoon, if

you will look at your Tuesday morning program, the printed
program, will be the last three items, "What's Ahead For The
Auditors?" a report by Joe Roth, "The Urgency Of Unity," by

Ken Thompson, and the "Permissive Incorporation" matter which
will be taken up this afternoon.
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We have a motion to permit us to do this.

Is there

any discussion?
... The question was called for ...

PRESIDENT KENT:

The question is whether we are ready

to approve this change in our program and meet this afternoon
for two hours and curtail tomorrow morning’s session by two
hours.
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Those in favor indicate by saying "Aye."

(Ayes)

Contrary?

MR. WILLARD ERWIN, JR. (West Virginia):

I think I

will vote no just to be a dissenter.

PRESIDENT KENT:

The reason Willard does that, I find

in our Executive Committee sessions he seems to know ahead of

time what has taken place much more than the rest of us.

I assume

this is a personal resentment he didn’t know this was going to

take place.
Our present schedule also calls for the Benevolent

Fund Trustees to meet at 2:00 o’clock this afternoon.

Arrange

ments have been made by Louis Pilie who has this group for a

meeting beginning at the closing of tomorrow morning's Council
session at approximately 11:00 o'clock, and the meeting will be
held in the same room as indicated.

John Lawler was a little taken aback by this admoni
tion and urging from Taconic that we question management.

He
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hadn’t expected that, and in light of that introductory state
ment, he thought it prudent to go back and ask for the approval

of the minutes of the Council meeting held in Washington, October
12 and 14.

May I have a motion for the approval of the minutes

of those two Council meetings?
... A motion was duly made, seconded and passed that

the minutes be approved ...

PRESIDENT KENT:
specified in the program.

Our next group of reports are as
We observed last year the master at

joke telling, and I really don’t know anybody that can tell

jokes more effectively than Marv Stone.

I have no intention of

competing with the master to my personal detriment. I thought
we might adopt an earlier procedure of incorporating by ref

erence* which is a technical accounting phrase* Marvin* one of
Marvin's jokes last year with one exception.

I really think

the Sam Weintraub joke that Marvin told in one of our morning
sessions should be preserved in posterity as a precedent to Stu
Schackne appearing before us at any time, so you will excuse

that from the ordinary incorporation of our reference* Marvin.
Our first presentation will be the CPA’s role in

Management Advisory Services."

Malcom Devore is the chairman

of the ad hoc committee on independence.

As we know* this has
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been before us for two of the three years now, in part, by

academic statement by Schulte and Briloff and

at an earlier

time that raised questions as to whether independence was
impaired.

We appointed the ad hoc committee being chaired by

Malcom which had representation from the Ethics Committee and

the Auditing Committee, and the MS Committee which has been
working on this project off and on.

It’s rendered interim

reports to the Executive Committee.

It has not yet rendered a

final report, but in view of the importance of the subject, it
seemed prudent that Council members be updated on the present

status of their study and to have an opportunity to raise any
questions they might feel appropriate.
Malcom, if you will come before us and present your

interim report.
MR. MALCOM DEVORE (Chairman, Committee on Independence):
Thank you, Ralph.

Ladies and gentlemen:

addition to Ralph’s opening observation.

I might make one slight
We also had a repre

sentative of the Ethics Committee on our committee, so we had

a five-man committee including the chairman.

I would like to segregate my comments into two main

segments:

First, a little brief background on the formation of

the committee and how we proceeded with our work, some of the

observations which we included in our interim reports, in other
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words, down through the interim reports.
This will serve two purposes,

first, those of you

who have not read the interim report, and I am assuming that is

a minority of those here, it will tell you where we have been
and give you the conclusions up to the end of the interim report*

and secondly, for us similarly* the majority who have read the

interim reports, this will serve as a refresher because I am

well aware you have other matters to be concerned with than this
matter for the several months.
As Ralph said, for a number of years we have some
questions being raised in various circles as to whether or not

the rendition of management services by CPAs also performing
the attest function for a client might not impinge independence.
We found this arising in various circles.
I recall a few years ago the California State Society

and representatives of the Institute were having some committee
meetings with the savings and loan commissioner, and he raised
a question like this:

Suppose in connection with the audit of

your own institution, you find that the system of internal

control is deficient and appropriately recommend he ought to

strengthen or get a proper functioning system, and the client

requests you to do this, and you do so, and you come back the

next year.

How can you possibly be independent in reviewing this
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system which you yourself put in?

Does this not, the question

was raised, impinge your independence?

And then we have the type of questions raised as
exemplified by Schulte and Briloff in which they stated, it's
not really the subject matter of what you do in management

services --it's the role you play.

You are so close to manage

ment in the work that you do that maybe you are making de facto

management decisions, and if you do, then come along later and
in the attest function, aren't you really auditing your own

decision?
Dr. BrilOff very articulately and given to picturesque

language describes this condition as being cheek in jowl with
management.

Therefore, if you are this close to the picture,

how can you stand off and have the objective view which we need

in the auditing function, and then you will recall that at the
Institute meeting in Boston in 1966, the then chairman of the
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SEC, Manuel Cohen raised some questions.

In effect, he said, I can see the propriety of the
work that you do and what are the conventionally accepted por

tions of management services, financial accounting, management
control, systems, but when you get into the areas like factory

layout and market surveys and psychological testing, public
opinion polls and executive group for a fee, then I have questions
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as to the propriety of this.

So you see, this is the background from which the

Institute decided we should have the committee which we now
have.

Now, the committee, as its first task, undertook to
read all they could get in the way of writings on the subject,

and there was a considerable amount, both within the profession
and outside the profession.

We thought it appropriate to ask

Drs. Briloff and Schulte if they would join us in one of our
committee sessions to engage in dialogue to get a clearer

expression of their views, and this we did.

Then, recognizing, since our committee is entirely
made up of practicing CPAs, hence, were vulnerable to the criti
cism that anything we do is self-serving, we decided we ought

to rely rather heavily on interviews with representatives of
user groups, and so we talked in a series of four sessions to

representatives of the American Bankers Association, the
Financial Analysts, Financial Executive fl«*§w£ents, and the

Life Assurance Association of the United States, and you will
recognize these groups as having a vital interest in financial
statements in view of the reliance they have to place on them.

We engaged in a considerable amount of dialogue with
these people, and we found it to be most useful, and I might say
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that again we decided instead of selecting people from these

four associations whom we personally knew, that we would
possibly be in a better position, a more tenable position if

we asked these four organizations themselves to nominate people

whom we should talk to, so we didn't select them, the organizations

did.

What they did was to suggest a number of names as a

panel* and we drew from this list sixteen people to whom we
talked in some depth.

Now, in our discussions with Briloff and Schulte, one
very interesting thing came out, which is one of the significant
findings of our committee.

Schulte said in connection with some

research he did on the subject, he saw fit to correspond with

all of the state boards of accountancy and raised the question

with them of whether or not in their entire experience they
had ever had a case where they had to take disciplinary action
against any member where management services was involved.

He

heard from 44 of the state boards, which I think is a rather

high response, and no one of the 44 boards said that in their

experience had they ever had a case where they had disciplinary
action of a member where management services was a factor.

Now, this doesn't necessarily mean that there never were any
such cases, but we think it's pretty strong evidence that the
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system in fact works.
We raised the question with representatives of the

SEC.

They said they too never had a case they were aware of.

We undertook to write each of the authors of articles who had
written on the subject and asked them the same question, and
again we got a negative response with the exception of one man
who cited three or four cases which he thought indicated that

the system had broken down.

We reviewed these, and I think that

even if we were to have concluded in the committee this did

represent a breakdown in management services, that it would
still be a minor part of a very large population.

But, nonetheless, on examination we concluded that
what was really at fault here was more a failure to observe

generally accepted auditing standards than breakdown of the

system.

As a result of all of these meetings, we then came up
with an interim report late last summer or early fall.

Copies

of the interim report were passed out at the Institute meeting

in Washington last fall.
In the interim report after laying the groundwork

which I have attempted to summarize very briefly, we came up
with a series of tentative recommendations.

First, we said that so long as a significant minority
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or users of financial statements have questions as to the
propriety of management services, that the profession itself has

a problem we cannot ignore.

Secondly, we recommended that the Management Services
Committee of our Institute proceed as orderly and as soon as

possible with issuance of three statements which they then had
under consideration:

the first on the nature of management

advisory services, the second on the subject of competence,

and the third covering the matter of role.

I might say that the Management Services Committee
had been chaffing at the bit to issue these statements for a

while and had been held up by our request that they not do it

at the time we were wrestling with the problem.
Subsequently, the first two of these statements have
been issued, and the third one on role is in process, and I
think will be out before too long.

That was the second of our

recommendations.
The third one was that we saw a need to continue to

have liaison with our user groups so that we can be sensitive
to the problems as they see them.
The fourth recommendation went back to a comment by

Mr. Cohen in Boston where he raised the question as to these
peripheral services, factory layout, market type of thing, and
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we recommended that anyone should consider carefully whether
they ought to get into this peripheral type of service.
It was pretty clear in the work of the committee that
this is very minor in relation to the total practice that we

have, and it could very easily be dispensed with without any
detriment I think to our profession or to our clients.

We

didn't see fit to go ahead and proscribe the services because
we didn't find any sign of rationale to justify it, but we did

express a word of caution.
The fifth recommendation we made was that the greater

the economic significance of the main service which is being
performed, the greater care must be exercised in making sure
that you adhere to all rules of ethics and do hot impinge on

management's decision-making obligation.
The sixth recommendation was caused by earlier action by

the Executive Committee recommending the formation of an Audit Com
mittee, and the recommendation of our committee was to the effect
that if you are asked by a client to render some able services,

you first have the obligation of deciding whether or not that
service or the role you are asked to play is one that you think
you can undertake, not only from the standpoint of competence,

but from the standpoint of continuing to maintain your indepen
dence.

If you so decide that you can, but there is still a
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question as to the problem of appearance of independence as
distinguished from actual lack of independence, then we suggest
that it might be appropriate to confer with the Audit Committee.

They are, as you know, generally drawn from outside directors,

representatives of the stockholders, and just to make sure that

they agree with your observation before you actually get in
volved in the work.

Then as a conclusion, we commented on the reputation
which the profession has for integrity and independence and
made the obvious comment that this is not something that has
been granted to us in perpetuity, but is something we have to

continue to justify and earn, and that we should conduct our
selves accordingly.
That ends the first segment of the two segments that

I want to speak of.

This will reflect a summarisation of what

is in the interim report because what I have said is all there,
or for those of you who have not read it, you are up to date.

Subsequent to the issuance of the interim report,
we then agreed to have it released primarily to our membership,

so some seven hundred to eight hundred copies were sent to all

members of the Council, all members of the Executive Committee,
and to both Institute and state committees in dealing with
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management services, with auditing, taxation, ethics, also
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State Society presidents, some 750 as I recall the number.

Publication of a notice of the interim report was included in
the Journal, and we got requests at the Institute office for
about an additional 400 copies, so we had about 1,200 copies
out, and I would like next to go into the responses we received.

We did, of course, send copies to the invited repre

sentatives, to Schulte and Briloff, the sixteen members from the
four trade organisations, Mr. Barr of the SBC.
But speaking first of those in the profession, X must
say we were disappointed in the volume of the response.
approximately fifty responses only.

We got

I suppose in one sense you

might say we should take considerable solace from that indicat

ing almost by acquiescence or silence their general acceptance

of the report.

I would have hoped we had more responses, but

we had around fifty or so.
I should say, however, this probably and undoubtedly

represented more than fifty people because some of these letters

were responding on behalf of committees, so the total number
involved in these letters I can't say.

Now, as you might expect, on a subject like this you
have some wide extremes.

One or two members wrote back and said,

the best thing you can do with the report is bury it and never
let it see the light of day, essentially the position being taken
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we are solidly entrenched in management services and doing all

right, and don't need any help from the Institute on the subject.
The one comment which was most frequently noted and
it amassed a grand total of six responses, was that we ought not

to get into peripheral areas, that we should confine ourselves
to the accepted financing accounting management services type of
work.

So, I think you have to conclude under any interpre
tation that the profession approved

very markedly the interim

report.
Now* we were very interested in getting responses from
the sixteen guests who had spent some time with us, and we got

responses from fifteen of the sixteen.

X would like to share

with you just three letters* Or portions of three letters which
indicate* I think* the three extremes that we had.
The first is from a gentleman who takes the position

that we should in management services do anything we want.

X

will read one paragraph:

"It seems to me that the conclusions which you

have drawn are quite proper and appropriate and repre
sent an extremely careful and considered approach to

the subject.

As I indicated in an earlier discussion*

X don't believe the Institute should be unduly concerned
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about rumors or implied criticism coming from various
and sundry sources, but should concentrate on the

competence of its members and on what might be termed
a self-policing of its own activities.

In the last

analysis if the members of the Institute prove compe

tent to perform the services which they perform and
to in fact demonstrate their competence, they have

little to fear from any serious interference or criti

cism from any ***** "
Now, at the other extreme was a very vocal member of
the Financial Executive Institute who had a considerable amount

of experience in the total area of conflicts of interest and the

like, and he made it quite clear in the meetings we had that
he felt that there should be definite limitations placed on

management services work where you are also performing the

attest function.

Nonetheless, he says:

"I have no real objections to the report in its

present form.

It reflects the findings of your commit

tee as I understand them."

After,some interim background on the basis of his

previously expressed position, he says,
"You will, of course, recognize I made these obser

vations when your committee met with the FEI.

I must
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admit none of my associates share my views, nor did

anyone ***** from such.

Thus, my observations consti

tute a minority viewpoint."

He says the report is all right, but he hasn't
personally changed his mind too much.
Those represent two extremes — decide whatever you

want, and the second man is continuing to express reservations.
Then the last of the three letters I want to share with you

represents what I think is the middle of the road and pretty
much sets the tone that we tried to express in our interim

report.

This is a man who was chairman of the Robert Morris

Associates:

"One year ago I researched the subject rather
thoroughly among the New York banks, and it was my

conclusion that most senior credit officers felt that
the management services performed by independent
accounting firms was a highly desirable adjunct to the
traditional attest function.

In view of internal con

trols among corporations today, and particularly in
view of the expanding volume of paper work and the
growth of conglomerates, management services work in

some cases should enable the auditor to do a better job
in the attest area.

Your report mentioned the concern
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expressed by some that management services might compro

mise the position of independent accounting firms.

No

doubt this might be the case in a few instances, but it

was the feeling of most bankers that the Institute
could police its own members by setting forth profes
sional standards of conduct."
Now, among the fourteen of the sixteen who responded,
we had a very clear expression of approval of the interim report.

We have a few things yet to be done in our committee,
but I might say that based upon the work we have done and the

observations we have had made to us, that our committee is of

the opinion that we should render a final report, and that its
form and content will very closely track the interim report
because nothing has come to our attention yet to make us believe

we should take any different position.
Thank you very much.

PRESIDENT KENT:
report.

Thank you very much for an excellent

Any questions or comments from the floor, suggestions

as to anything else the committee should do before it proceeds

to its final report?
MR. GEORGE TRENTIN (New York):

I am generally opposed

to the thoughts expressed in the three bulletins, one, two, and
three published by the Management Services Committee, and to the
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thoughts expressed in the Report on Independence which we have

just heard briefly.

That is a statement of my obvious bias, but

I would like to ask two questions.

First, when dealing with questions of independence, in
the attest function and whether practice in management services
impinges on this, are we not dealing with a legal concept?

In

other words, if something would go wrong in a situation, and a

suit is brought by a stockholder for lack of independence in

auditing, the AICPA won't settle this question — it will be
subject to legal determination.

I am not fully informed on the

procedures followed by the committee, but if they have not con

sulted the legal profession, it seems to me there is an omis

sion here that ought to be corrected.

Secondly, regardless of the question of independence,
I would like to hear something on the matter of whether the
profession does not have some view as to what appropriate
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practice is.

It leaves me with some feeling of inadequacy

that we say sometimes rather proudly that we can do anything
any other consultant can do.

It seems to me that there are

certain areas that raise some questions about affinity to the
field of practice of an accountant when you talk about execu

tive recruiting and market research and many other areas, and I
raise the question as to whether this body, whether the AICPA
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should not take a position on the question of our character

to the practice which in my opinion should run more to informa
tion in the traditional practice than it does to some of these

areas of consulting engaged in by management engineers, so to
summarize, I have two questions on which I would like to have

some views.

Do we not need legal opinion, and, two, should there
not be a character to our practice as accountants which dis

tinguishes us from the other professionals?
PRESIDENT KENT:

on those?

Thank you.

Malcom, would you like to comment

The first question was whether your committee has

consulted or feels the need to consult legal counsel in connec

tion with this report.
MR. DEVORE:
legal counsel.

At this juncture, we have not consulted

Mr. Trentin has a good suggestion, and it would

be well if we ran our report by legal counsel.

Of course, our

report will be rendered to the Executive Committee and it will

be its decision as to what to do with it, and when we get into
the matters of policy as far as the Institute is concerned,

that would be the place where that will be considered, Mr.
Trentin, rather than our committee as such.

Our function will

be to render a report as we see it.

Do you want to add any comments to that, Ralph?
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PRESIDENT KENT:

I think you have answered most fully

in saying your committee would be glad to consult with legal

counsel before you render your final report.
chronology is correct.

I think your

Your report will be rendered ad hoc to

the Executive Committee.
MR. JORDAN GOLDING:

With respect to Statement 1, 2

and 3 which George Trentin referred to, all three of those have

been submitted to the legal counsel of the Institute, and we had
no serious feedback on that.
In answer to the other point that was raised with

regard to peripheral services, in trying to possibly restrict

the accounting profession to something that is somewhat oriented
to it, the Management Services Committee with one exception has
felt that maybe as you go further out into these peripheral

areas, assuming the accounting firm or the CPA is competent,

the further you get away from it, there may be less of a problem
in independence.
As we confine ourselves to those areas that have to

do with inventory control, data processing, and so forth, we
are setting up systems and so forth that affect the financial

reports that will be audited the following year, and there is a

strong feeling that the areas that we have been criticized on,
executive search, factory layout, and so forth, present much less
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of a problem from the standpoint of independence than those
closer tied to financial reporting itself.

MR. DEVORE:

I might add a couple of comments on that

also, Ralph.
You will recall that this comment about peripheral

services was made by Mr. Cohen, the then Chairman of the SEC.
We talked to Mr. Barr, in the SEC on this subject, and he did

not disagree that these peripheral services really pose less of
a problem of independence than conventional services we do.

For example, we posed a number of questions to Mr. Barr, taken
from the field of accounting on taxation.

You recommend to a

client that he arrange a transaction in a certain manner so as

to possibly achieve capital gain treatment rather than ordinary

income.

This is a decision which you have made or recommend to

him, and this could have considerably more impact on independence

as we saw it than factory layout system.
I am not talking competence.

I am talking about the

matter of independence, and Mr. Barr readily agreed, but his

fundamental problem is this, is the profession trying to be

all things to all people, and you are diluting your image when
you get away from the professional services you render.

He

personally would feel a lot better if we didn't have these

peripheral services, insignificant as they are.
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The other comment I would like to add also, Ralph,
is that in going back to the second of Mr. Trentin's questions,

I think the Management Services Bulletins 1, 2 and 3 will be
helpful in providing some guidelines in how the practice should

be conducted, at least as far as the Management Services Committee
sees it, and the entire committee shares that view.

PRESIDENT KENT:
George Trentin's benefit.

I might add a couple of words for
If the ad hoc committee does review

their report before it comes to the Executive Committee and
does submit it to legal counsel, I think that will meet your

provision there, but if for any reason that doesn't take place,
I am sure the Executive Committee will be glad to have the
opinion of the legal counsel before we act on it.
On the second question on taking a position on a

character of practice of MS, under our bylaws, the Management
Services Committee is a senior committee of the Institute, and

thereby has full power to issue pronouncements such as Opinions

1, 2 and 3, which they have issued.
As a practical matter, recognizing that there might

be controversy relating to the positions being taken in these

opinions, the Management Services Committee has put before the
Executive Committee various drafts of these opinions as they

were in the gestation period, and the final release of the
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Opinions 1, 2 and 3 was approved by the Executive Committee,
so they have been subjected by courtesy of the MS Committee to

the Executive Committee before they were released.
MR. ROBERT WHIPPLE (Indiana):

the committee.

I have a question to

In reading the interim report, one of the things

that struck me is these users of our information said there
could be a conflict, and I think this was most carefully said.

In the 67,000 members, I think we have to assume there

is a possibility that there will be some malpractice at some

time on conflict of interest between management services and
an audit report.

Has the committee taken a hypothetical case of a con
flict of interest and gone to these third parties or to the

public and tried to determine what reaction there would be if
this happened?

Would it just be the condemnation of the one

firm f
or malpractice or are we going to have a condemnation of
our whole profession by the public and by the financial press,
and if so, can we really afford this kind of publicity?

It seems to me that before the final report is issued,
the committee ought to try to do some projection into the

future of public opinion rather than just look at the past and
say, well, there hasn't been any problem, or has the committee
gotten into this?
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MR. DEVORE:

These types of questions were raised with

these invited guests when we met with them, and I feel quite

certain from the discussions we had with them that if there
should be a case of malpractice, and I think we can almost take

it for granted there will be somewhere along the line, just as
we run this risk in anything we do, it will not bring discredit
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on the profession itself, but on the individual involved.

But, it seems pretty clear, well, for example, this
letter I read from the chairman of the Robert Morris Associates,

they recognize you have problems, but the good outweighs the
bad.

You are rendering a valuable service.

You are uniquely

equipped to render this service and indulge in self-policing,

which I believe we agree we would have to do.
PRESIDENT KENT:

questions?
Council.

Any other comments or suggestions or

If not, Malcom’s report requires no action by
Thank you very much for your report, Malcom.

Continuing with the subject of Management Services,
our next subject is “Where Do We Go From Here In MS?"

Jordan

Golding, Chairman, Committee on Management Services, will give

us his presentation.
MR. JORDAN L. GOLDING (Chairman, Committee on Manage

ment Services) :

Thank you, Ralph.

I have heard several com

ments on Malcom’s committee’s report that run along a very
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common line, and that is, apart from any specific plus or minus

point, they are quite thankful we have staked out our position

when it has been long overdue, maybe fifty or sixty years over
due, and we have been practicing consulting in some form or

another for about as long as the profession has been in existence.

I have been asked to talk on "Where Do We Go From
Here In Management Services?”

summed up quite easily.

Yet, I think the answer can be

In the framework of the very rapidly

changing business environment and in the context of providing

necessary service that our clients are requesting of us, we
hope to establish standards of providing such services to the
business community within the ethics of our profession.
Malcom's report, together with a recent release of

Statements Numbers 1 and 2 on Management Services, hardly
implies that our work is done.

On the contrary, the issuance

of statements on the nature of management services and one on

competence does not make a significant dent in the workload

that lies ahead.
Our business community is changing almost daily, both
in its complexity and in the way of doing business, and most of

our clients are finding it increasingly difficult to conduct
their affairs in the more competitive marketplace.

Furthermore,

they are having even more trouble in adapting themselves to the
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more sophisticated and complicated management techniques that
are being developed each and every day.
Accordingly, the management services department of

the CPA firms are being called on with increasing frequency to
assist their clients, both large and small, in adapting these

modern management techniques.
Those CPAs who have been qualified and are competent

to deal in these areas have found that their practices have
expanded.

Others who have not been able to provide a broad

range of services, management services, have found their clients

turning toother sources to satisfy their needs.
The demand in our opinion for additional consulting

services will continue to increase.

The question is, will we

be qualified to service them?

I think the current trend was best summed up by Leonard
Savoie in his article that appeared in the December issue of
the CPA when he wrote and I quote:

"An accountant who thinks merely in terms of pro

viding a company's management with the same old audit

based on the same old loosely defined practices is
product-oriented.
obsolete.

Unfortunately, this product is

It and old rules are not good enough to

satisfy the public."
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It is precisely to this point that the Committee on
Management Services is now addressing itself in that we are

trying to structure new standards within our practice, all pro
fessionally oriented to the new demands that have been set forth
on our profession by our clients.

I would like to cite one situation which I think is
very prevalent today which in my opinion is symptomatic of the

challenge that faces us.
On almost any day of any week we find that the

financial pages of our newspapers across the country carry the
news of all types of corporate mergers and acquisitions.

We

also read that the Internal Revenue Service, the Securities and
Exchange Commission, the Justice Department, and the Accounting

Principles Board are concerned by the multitude of tax, securities,
accounting, and legal considerations that are raised by these

mergers, and yet, I wonder if all of these agencies may be
addressing themselves to symptoms and not the basic problems at

hand.

Maybe the real issue lies in the area of management

services.
We must ask ourselves why are so many large and small

businesses being gobbled up.

Certainly those CPAs losing

clients via the merger route are the most concerned, or they

should be, and unlike the agencies cited before, the CPA feels
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the effects in his pocketbook.
In some cases there are good solid business reasons
for so-called merging out of family or even publicly held busi

nesses.

On the other hand, there are many instances where the

acquired business has previously enjoyed many years of very

profitable operation, but somehow Or another has either lost
its purpose, sense of direction, or is otherwise floundering

in today’s more competitive economy.
Very possibly this segment of the acquisition fever

of today is a symptom of lost opportunities in management

services for CPAs.

Maybe, if the accounting firms that are

losing these clients will recognize the opportunities of giving
the business new vitality, either by a long-range financial

planning, better cost control, pricing and market analysis,
organizational studies, planning for succession of management,

or even making special studies as to the feasibility of going

public, then maybe these clients would be doing the acquiring
rather than being acquired.

I feel that the foregoing is merely one small example
of the situation and opportunities that face the CPAs today.
Not only does it illustrate the need for our services, but con

versely it also is an example of the opportunities that are

right in front of our eyes.
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In his book, "The CPA Plans For The Future," Mr.
E7

Carey wrote:

"The scope and variety of the CPA’s activities
in the future seem boundless.

The profession should

not impose upon itself any limitations except those
justified by ethical considerations or by the over

riding consideration of competence.

Not all CPAs are

equally competent in any area of their work, and they

never will be.

The basic obligations are, first, to

undertake work for which the individual CPA knows he

is not competent, and second, to see to it that his
client or employer gets the help he needs, either from

the individual CPA concerned or some other recommended
source.”
To further Mr. Carey’s point. Statement No. 2, on

"Competent In Management Advisory Services" states in part:

"The Committee on Management Services is of the
opinion that the CPA should only undertake those engage
ments where he or his firm meets the competence require

ments.

The matter of competence to perform an engagement

requires that each CPA objectively view his background
and ability to determine whether, in fairness to his
client and/or the public, he is in a position to undertake
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an engagement.”
And so, where do we go from here?

In an effort to

increase the competence of the members of the profession, and
also to clarify their role and posture in the performance of
management services, the committee has undertaken a fourfold

program that encompasses the following:
First, establishing standards for the ethical con

sulting posture.

Second, providing guidelines for Sound practice in

the many areas within management services.

Third, disseminating technical information in the
management service area.
Fourth, working with the professional development

division in strengthening the educational program related to
consulting.

The first two statements on management service will
hopefully be followed by a series that will serve as the basis
for making consulting as much of a professional practice as is
our audit and tax functions at the present time.

Statement No. 3, on the role of the CPA in management

consulting has been exposed to the Council and other Institute

members and is now in the process of reworking.

More specifi

cally, this particular bulletin directs itself to the question
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of the role played by the CPA, so that in fact he does not
co-manage, or in any other way compromise his independence.

As a result of the comments with regard to the exposure draft,
I believe that the statement that will ultimately be printed

will be a somewhat stronger version, substantially the same in
context as the one you have already seen.

In auditing and taxation we have working papers and
documentation.

Based on the working papers and the facts that

were found, and so forth, we have other conclusions with respect

to passing opinions on financial statements.
Likewise, the committee is concerned with the problem

of working papers and other means of documentation involved in

various types of consulting engagements.

Hopefully, our commit

tee within the next twelve months will be releasing other

guidelines or a statement on this particular point.
The structural formal management consulting engagement
involves both verbal and written reports, many directly or

indirectly concerned with the problems of forecasting future
needs of clients.

Forecasting need not be a project unto itself,

but inherent in the system for any EDP feasibility study.

If you

are called upon to evaluate whether or not your client should
put in a computer, you don't look at today's volume of paper
that is flowing through, but you take into account the growth

41

of the business for when the computer is delivered two or three

years hence.
A subcommittee of MS is developing standards of

reporting, especially as it affects disclaimers in connection

with forecasting or projecting future events.

True consulting requires that we attempt to solve not

merely the symptoms of problems, but the basic problems them
selves, and often in conducting preliminary surveys of the engage

ment itself, other matters are brought to our attention that may
affect areas totally outside of the scope of the specific engage

ment now underway.
For example, an office systems study or a computer

feasibility study may reveal to the consultant serious weaknesses
in internal control that are totally unrelated to the specific

activities of the engagement itself.
Our subcommittee concerned with the discovery of such
matters, of concern to both auditors and the consulting group

itself, is now dealing with the problem of disclosure of such
facts brought to the attention of the consultant that transcend
the immediate scope of the engagement itself.

We are primarily

concerned with the responsibility of reporting such matters to

the auditor or other related partners concerned with that client.

You have heard Malcom Devore reporting on the activities
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of his ad hoc committee with respect to independence and manage
ment services.

We have recently formed a new subcommittee con

cerned with consulting posture and ethics which hopefully will
gather together all of the references, both those set forth by

Malcom's group, those of the Ethics Committee, and anything
else that pertains to management services.

It has become increasingly more common for consult
ing departments of CPA firms to work on a joint venture basis

with other CPA firms or specialized general line consulting

firms.

This new subcommittee will address itself to the ethi

cal, reporting and other practical problems inherent in such

projects undertaken in concert with other firms, whether CPA

firms or general line consulting firms.
Many consulting engagements concern themselves solely
with fact gathering, analysis, and recommendation to management.
Our committee has now undertaken a project to develop standards
for working on such surveys to insure that they are done in

the highest professional manner consistent with the ethics of
the CPA profession as a whole, and likewise, will be shortly

doing the same thing with regard to work on similar problems

related to standards of implementation where the consulting
project involves the implementation of prior recommendations.

The Management Services Committee and its technical
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counterparts are in the process of issuing guidelines for good

practice.
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Guidelines for the administration of management

services practice appeared a few months ago.

This will be

followed by various guidelines in specific technical areas of

practice such as cash flow forecasting, data processing, feasi

bility studies, implementation of computer installations, and

so forth.
The guideline series, unlike the statement series,

will generally take a "How To Do It” approach in the significant
areas of management services practice.

The committee is continuing to publish its Management

Services Technical Studies in the practice of consulting, of

which No. 7, Techniques for Applied Forecasting, is the latest
in the comprehensive studies.

These case studies range from

the areas of financial management, pricing, expansion and con

traction of business, acquisitions and mergers, inventory con
trols, and other pertinent subjects.

Finally, we have been working closely with the Profes
sional Development Division of the AICPA in structuring the
curriculum approach to a series of courses in management

services.

Hopefully, this will encompass courses in elementary,

intermediate and advance levels in fields such as financial
management, data processing, and manufacturing management.
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In summary, we are attempting to develop for the

profession those tools necessary so that we may fulfill the

ever increasing demand of our clients on a basis that is of the
highest professional order and allows us to deal with problems

on the most competent level possible.
Our task is to recognize change, and to assist the
profession in adapting to this change.

In January the National Retail Merchants Association
held their annual meeting in New York.

At that time the NRMA

Gold Medal Award was presented to Mr. William M. Batten, chairman
of the J. C. Penney Company.

I should like to close by quoting

a few remarks made by Mr. Batten in accepting the Gold Medal
Award:
"To ignore change is the second fastest way to

suicide.

To fight change is the fastest."

Thank you.
PRESIDENT KENT:

Any queries or comments?

MR. WALTER OLIPHANT (Illinois):

Jordan, I don't mean

to differ really with the substance of your remarks, but at the
risk of being a little bit like a broken record, I would like to

point out that I think, first of all, it's quite clear to me, at
least, that there is more of a need for clear definition of

scope of practice within the MS area than there is or ever has
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been as far as any of the other Rules of Conduct or area of
performance insofar as the balance of our practice.

I say this

arid I urge the committee to address itself to be more specific
because within the audit and accounting area, until now, all of
us have grown up within the profession.

We have known our limi

tations as well as our strengths.

Within the MS area* I would suggest* and I am not

opposed to this at all* within the MS area* there is a dispro

portionate number of people who are practicing within our pro
fession but who have not grown up within it who are not conscious
of the very limitations that the rest of us have come to know,
and I think it's the inadvertence which might very well be

there which would cause the profession the kind of problem that
none of us would like to encounter.
Now* we* or I happen to be one of the six letter
writers, arid I represented in that, although perhaps not in

words, but approximately three hundred members of the Institute
when I said that I felt we needed to eliminate the peripheral
services and to define, subject to change as developments occur,

but nevertheless, to define in a clearcut way just what our
scope of service practice is so that all of us can be guided*

and we have people in our firm who have grown up from the out

side, and I think that is generally true, and frankly the places
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where I see difficulties arise more often than not are where

someone from the outside with a few year's of experience doesn't

recognize the problem and,therefore, doesn't know how to respond
to it.

So, I think we need to respond, not for Arthur Anderson
if you will — it would help — but it would also help the

profession.
MR. GOLDING:

to make.

There are several points I would like

Number one, going back some maybe fifty-odd years, we

could have had a member of Council standing up and raising the

same question on taxation, that it was something new and that
they really weren‘t competent and maybe tried to define the
scope of taxation, and trying to tell the firms not to give
tax advice, and not to litigate, and so forth.

We could have fenced ourselves in.

I rather doubt

if anybody in this room would have voted to restrain the tax

practice fifty years ago.
Even more to the point is the fact that Statement

No. 1, which is the description of Management Services, has been

exposed to Council.

You have seen it.

It's in print.

And I

think with possibly one exception we have gotten no feedback
on the lines you are suggesting here, so again I wonder if we are

talking about the whole question of competence and confusing that
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with the issue of independence, but you are shaking your head.

MR. OLIPHANT:

I have been hopeful on this so long I

should be quiet.
MR. GOLDING:

It was in September or August that

Council saw this thing, and this particular body sitting in

this room has not responded along the lines you are suggesting
or would like to see.

MR. OLIPHANT:

I don’t believe it would be true that

the Council would say that we shouldn’t have clear cut defini

tion.

I think I would like to find that out if that is so,

because if we want to be all things to all people and have as a

scope everything which is not limited by law to others, and that
was the way the draft of Statement No. 1 was prepared at one
time —

MR. GOLDING:
MR. OLIPHANT:

But that is not the way it was printed.

Although the wording is eliminated,

the scope is still cloudy is the kindest word I can use.

MR. GOLDING:

I think the statement says it basically

that the CPA is a problem solver.

The CPA solves audit problems

and tax problems and because of our basic background, assuming we

have skills in technical areas, we are entitled to have a chance

to solve other problems in a consulting area, and I think it’s
just that simple.
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PRESIDENT KENT:

A brief word between these two in a

brief moment of silence — there is no question that this is
a controversial area for any of us in practice, and possibly

the best evidence of that is that the Management Services Com
mittee did go through many drafts before it came up with an

opinion such as was included in 1 and

2

that their committee

was satisfied with by a substantial majority and could also
meet the pleasure of the Executive Committee which was asked to
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pass judgment on it.
It does seem that Walter Oliphant is making a valid

point, and we should keep in mind that MS is still an evolving

area of our practice.

There are many people who feel it can

become a most dangerous part of our practice as a liability.
I think that we stay alert to the problems that may emerge and
not feel bound by the fact we have issued 1 and 2 and never feel

we can revise it is the essence of the message.
Are there other comments?
MR. ALBERT J. BOWS (Georgia):
ner of Mr. Oliphant's.

I happen to be a part

Rather than belabor this question, I am

not impressed by the fact, as Malcom said, not many people have

been hurt from or that some of the peripheral areas are small.
Mr. Fortas who is on our Supreme Court has a problem

this morning because he didn't think of what could happen when
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he didn’t turn down a fee in a hurry, and actually he could lose

his job, you know.
Now, what I would like to ask this committee to do,

not now, but by our next Council meeting is to take this simple
case where an accounting firm for a substantial fee hires the
chief executive officer of a substantial client, and determine

whether our Ethical Committee on Independence would agree that

we are then independent in rendering an opinion on that client.
MR. JAMES NEEDHAM (New York):

This is my third year

on Council, and I haven’t said a word, and I saved it up for

this session.

That is a warning, as you well know, for me to

sit still for two years, which is somewhat of a landmark.

I wouldn’t want anyone to walk away from the meeting
thinking because I didn’t have the time to write a letter that

I agreed tacitly to the report of the committee.

I don’t know that Arthur Anderson are by themselves
or not.

There are other parties and other firms that are

equally concerned with this problem.
I have a basic feeling about this.

begging the question.

I think we are

I call your attention to a speech in

California to the California Society where John Lawler said
that we seem to be moving in a direction, the accounting firms

are moving in the direction of becoming warehouses of diverse
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business services", and I think this is what is alarming to a

number of us.
The problem is that people like myself lack the articu
lation and the skill which you need to put your finger on the

problem, and I have the feeling we are deluding ourselves that
the problem from the peripheral area is insignificant and kind

of drifting into a phase of practice without any real course

being charted by the profession, and I think that the group is
large enough, some 65,000 members, that it is possible to have
differences of opinion, and that these differences of opinion
can be disciplined differences, and I don’t feel that your com
mittee is giving us the form.

I don’t say you haven't tried,

but you haven't hit the right method of communication for us to
get back to you how we feel about this.

I have a lot of difficulty.

We have nine CPA special

ists in Our own firm, and supervision of that work is tremend
ously difficult, and I agree, although I don't know that I am

in the same generation, and I do sense a generation gap problem

in our own firm with the younger staff people who don't recog
nize the range and the restriction of the profession which were

installed in so many of us, in my case, in the last twenty

years, and therefore, I would like to conclude by suggesting
that this is not a closed matter, that there are people in the
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profession who feel that we have not come to grips with the
subject of peripheral services in management services area, and

I want to conclude with that statement.
MR. GOLDING:

Ralph, I think I failed to answer the

question before this one, and if I can take the two of them, I

would appreciate it.

First, the question raised about engaging the chief
executive officer of a major client.

As I understand it, there

are very few, if any, people sitting in this room here who don’t
do some form of executive search work, whether it be formal or

informal.

Small practitioners are often called on to screen a

bookkeeper or comptroller for a client, and I think when they
get the call from the client, they don’t have options.

It’s

a crisis for the client.
The other firms go further and do in fact search for

chief executive officers and client managers, and so forth, but
I raise the question here if in fact there is any problem in
executive search work.

MR. BOWS:

I would like to have it referred to the

Committee on Ethics.

MR. GOLDING:

Coming back to Malcom's report, I think

the executive search programs of the larger firms is one of the
areas they tackled, and one of the members of the Ethics
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Committee has sat and helped draw up this report.

He had communi

cations as the Management Services Committee had.
Malcom, do you want to say anything on that?

MR. DEVORE:
the fact

No, I think the point is well taken that

I had on my committee a member of the Ethics Committee

doesn’t make that a position of the Ethics Committee proper.
PRESIDENT KENT:

I think we would be glad to refer

Al Bows' query to the Technical Committee of the Ethics Commit
tee.
Harry Zug, did I see your hand up?

MR. HARRY C. ZUG (Pennsylvania):

Jordan, I would like

to direct some comments on the statements, with particular

reference to Statement No. 3.

I want to make it clear I am

not speaking of the guidelines technical information which your

committee will produce for our assistance.
When Statement No. 3 went out to members of the
Council, I wrote in my comments.

It's been some time since I

read it, and it was about twelve pages in length, and I felt the
first nine pages were very orthodox Statements with which we

could all agree, whether the statement was issued or not.

I

didn't think there was much substance in the first nine pages.

Then the last three or four set up criteria or
standards for professional conduct in management services.

As I
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recall the standards for the working papers and supervision and
a number of other standards.

So, I wrote in to the committee

that it seemed to me we were, if we published Statement No. 3,
in its then form, we were providing standards that plaintiffs
could bring suit against the public accountants for the consult

ing services and point to these standards as the basis for

attacking the performance of the management services engagement.
Now, even though you may agree with me, X can concede

the statement perhaps should be issued, or perhaps it shouldn't.

I didn't think it should, but one of your comments, Jordan, was

that probably your committee would be issuing a number of state
ments, a lot more statements.
The topic that I bring to your attention is, let's

issue the statements if there really is a compelling reason,
but evaluate against the possibility of setting up literature
and standards which will be used by plaintiffs to bring suit

against us for our conduct.
E10

MR. GOLDING:

that pitfall.

Certainly we don't want to fall into

As a practical matter, we got very many good

comments on Statement No. 3, including yours, and there has
been substantial reworking of it to avoid the pitfalls based on

the comments received by Malcom's committee and the New York
State Society and a few other state societies, and it's been
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greatly strengthened and attached more importance to the role

or independence and so forth, in the role played by the con
sultant on engagements.

MR. J. S. SEIDMAN (New York):

I am in the opposite

position of Jim Needham in the sense that I intended to keep
quiet throughout all of these technical discussions and dis

cuss perhaps the items on the broad policy of the Institute

as such, but there were several things that had been discussed
in the last couple of minutes that I would like to address myself
to.

I think it would be unfortunate if the Management
Services Committee in groping for rationale for some of the

scope of management service in the direction which it is evi
dently tendered, if it thought that it had a valid analogy or
can use as a building block our experience in taxation, because

the accountant came into the field of taxation from a background
that is wholly foreign to the external area we are talking
about row.

Who was better equipped to deal with the problems of
what constitutes income, even if it be what constitutes taxable

income, because the areas have some difference, and I daresay

that there is a far, far remote relationship between our peculiar
equipment in the field of the determination of income in such
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things as factory layouts or some of the other far out areas

in which I must confess I do not feel myself equipped at all.
Furthermore, this may be surprising, coming from one

who has devoted so much of his time and energy and perhaps
derived so much of his income from the field of taxation, I

have grave doubts about our independence because of our practice

in the field of taxation, because as this gets back to the old
arguments about our stepping from the role of the judicial
independent attestor to an advocate for the client.
I want to indicate that in my opinion the concept of

independence pivots around the sum total of the relationship
with the client.

It isn’t a matter of taking each individual

segment and trying to find out — well, maybe — this may get
you a little farther afield, but it isn’t too bad.

We haven't heard any complaints about it.

It is the

total involvement that needs to be appraised and I ask, suppose
our life depended upon a judge on a bench.

We were engaged in

a controversy and we knew that the judge on the bench though

having absolutely nothing to do with the particular case that
was in front of him, at one time did appear as an advocate for
the opponent.

He is involved in an investment with the opponent

in some outside project, and just keep on multiplying the number
of relationships that may have existed with the opponent.

I
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daresay we would be having qualms about the judge's independence.
This is what we must be careful about in management

services, and when you do compound the fact that there are
areas in which we do not have any particular competence, I do

think all of this needs a better rationale.

I must confess that

anything I have heard thus far about our role in management

services, though I hope that the committee when it does get down

to developing a statement of scope of management service practice

that it will do it without getting involved in the particulari
ties because I don't think it can actually engage in the particu
larity in view of the fast moving and changing world and all

sorts of services that may come tomorrow that aren't here today,
and I do hope the committee will develop a rationale, a statement

of principles that ought to guide us, and particularly in the

concept of the sum total of our independence in relationship
to the one thing that has justified the creation of the CPA

degree, in the first instance, the only thing that has permitted
the states to intervene, and that is our role as protectors of
the public, and so I hope, Jordan, that when your committee

gets around to, it these are some of the areas and problems you
will struggle with.

MR. GOLDINGs

I wonder whether we as a profession

and apart from what you have said will ever attain true
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independence as long as the clients are paying our fees, whether
they be for audit, taxation, or anything else, and this we can
not deny, so we have to rely on our own integrity in this

particular point.

Coming back to one other area that I think you touched
on briefly, this whole concept of rationale, we are problem
solvers, and some firms are more competent than others, and

others have chosen not to be competent in certain areas, but to
the extent of the fact that we have competence in a peripheral

area such as inventory control and data processing, if we have

the competence and recognize the need for the client as against
the client waiting for some outside firm to knock on the door

to possibly identify this particular requirement, if we recog
nize the need and solve it fast, I thinkwe have done a lot

more for the client.
PRESIDENT KENT:

In the absence of any major points

to be made, I will recognize one more Council member who had his
hand up.

MR. KENNETH WACKMAN (New York):

As most of you know,

I am a nonpracticing Certified Public Accountant.

I don't

intend to get into the controversial areas of independence,
competence, and so on, but I would like to express a view of

someone who is a user of your services, and that is that I think
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the accounting profession could perform a very great social

and business service if it would work hard and diligently to
appropriately serve in this area of management services.

One of the greatest problems I think of those of us
in business is to find reliable, competent people to serve in

these areas, and as you know, there are many people, I believe
many people are trying to serve in this area that have much less
competence than most Certified Public Accountants have, so you

will have to stay with all the nitty gritty problems you have in
performing the services, but I hope the profession will not

limit or abandon their potential and their possible service in
this area.

MR. GOLDING:

Thank you.

PRESIDENT KENT:

Thank you, Ken.

As always,we listen

when the client speaks.
MR. GOLDING:

Let me make one comment.

Ken is touch

ing on a very key issue here, because to the extent that we

undertake any engagements, whether the controversial ones or the
ones on so-called safe ground, we are putting our client on the

line, and to the extent that job is not done competently or is

a compromise of independence, we stand to lose a lot more than
the engagement, and this I think is what has made consulting

by Certified Public Accountant firms a
s big a part of our profession

59

as it is today.
PRESIDENT KENT:

I think some serious concerns are

being expressed, but we are sure your committee and the Execu
tive Committee will keep in mind these points.

Let’s turn to a popular subject of recent years, “The
Ell

Profession Takes Another Look At Liability."
We have a dual presentation here — John Schumann,
who is the Chairman of the Committee on Accountants’ Legal
Liability, and David Isbell, another partner of Covington and

Burling, the Institute’s legal counsel, who will bring us up to
date on developments in this area.
MR.JOHN SCHUMANN (Chairman, Committee on Accountants’

Legal Liability):

Ladies and gentlemen:

I wonder at this point

if you might not feel just as good as I now feel if standing in

place you would just stand up and stretch for thirty seconds.
You all are generally aware the objectives of the
Liability Committee.

I would like to update you on a few

matters and then Mr. Isbell will cover the legal implications
in some of the problem areas.

I know that you know of the general statement of
objectives of the committee, to obtain information as to claims,
review our liabilities, review cases, distribute educational

material, assist members in defending claims to the extent, that
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is, that we can, and generally keep knowledgeable as to the

liability insurance market.
Our committee had only one meeting since it was con

stituted last October, and that meeting was held in December,

and we reviewed those objectives and made some minor changes

in wording for clarity, but with one important and time consuming
item on the agenda, we did feel we didn’t give enough time to
studying just what our purpose was, so that about a month ago
I did ask the members of this committee to reconsider the objec
tives and see if these are the goals, whether there are other

goals that would be expected of a committee of this type, with

out, of course, taking any approach of "Let’s make work."
I guess the less the committee is active, the better
for all of us.

I remember about two years ago our members were ad
vised to advise legal counsel, Covington and Burling, of claims
against members.

We asked that copies of pleadings be furnished

to counsel on a strictly confidential basis, very confidential.

Mr. Isbell tells me that while some members have
furnished information, he knows that he is not getting the

cooperation he expected when the request was first made.

It’s understandable, I guess, that members, particu
larly when claims are large or publicity is possible, are
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reluctant to furnish this type of data.

For one thing, it is necessary that they allow legal
counsel to take all actions in the case, and counsel generally

we find is reluctant to have this type of information furnished,
except under court orders.

Although we can understand the need for caution in
these very extensive matters, we decided in our December meeting

we should make sure we know the reason why members don't submit

the type of information expected and why legal counsel is reluc
tant .
One of the members of the committee with the advice

and counsel of Covington and Burling has been visiting with
selected attorneys and others particularly involved in these

matters, and I expect he will have a report along with Mr.
Isbell at our next committee meeting.

Knowing the reasons first

hand, we then might be able to devise an approach that would
get better results.

I will be glad, of course, to keep you

informed at the time that appears appropriate.
Another committee matter, at Ralph Kent's request,

the committee agreed to consider the liability aspects of

permissive incorporation, and two committee members agreed to
devote some time to that particular matter.

The two members and

I met with Ralph Kent, members of the Ethics Committee and others
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for a general discussion, and as you know, the Ethics Committee

and others finally came up with the material that you will be
reviewing in this meeting.
The Liability Committee's involvement in this particu

lar project was very, very minor.

The committee has given

though a lot of consideration to liability insurance, and that

subject was the principal subject of our meeting last December.
I will report to you separately on insurance a little later.

But, as to the litigation climate itself, Ralph Kent
has kept you informed of Institute activities in these troubled

situations, and certainly the newspapers keep you very well
Mr. Isbell will be commenting on some of the cases

informed.

today, some of the important aspects, but I do have some

general observations not directly related to any one case.

Each year over the last five years, in fact, I have
made a point for personal reasons of learning the number of

unsettled cases against accountants handled by a representative

in the United States of an important broker.

The count has been

as follows:

In 1964, at the time of inquiry, there were 33 open
cases in which someone was suing a public accountant for mal

practice.

'67 — 65.

The next year, 1965, 44 open cases.

'68 — 77.

'66 —

58.

Last Thursday the count increased to 78,
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from 33 to 78 in that five-year period.

There were

22

cases settled in the last twelve-month

period by this same representative and the same period ended
last Thursday.

Add this to the 78 open claims I am talking of

and the caseload of this one representative comes to a nice

round 100, and keepin mind too that this is the caseload of the
representative of just one broker, and of course, there are many

representatives in this field of litigation.
You might be interested in a breakdown of this 78

claims as of last week between those against the so-called
Big Eight and those against all others.
three years fell as follows:

Open cases in the last

1967, Big Eight 39, others 26.

1968, Big Eight 44, others 33.
1969, last week, Big Eight 46, and others 32.

I should say that possibly the statistics are biased
since the particular broker and his underwriter handle large

items.
As to the size of the claims, the amounts involved in

the open cases, in 1967 there were 22 cases of that total 65
that were for less than $100,000.

There were 27 between $100,000

and a million, and 16 of over $1,000,000 apiece.
In 1968, starting with the lower figure, the middle

figure and the top, the top being over one million apiece, in
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1968 there were 39, 20, 18.
End 12

In 1969 — 27, 29, and 22.
So that in just the last 24 months, we have had an

increase of five cases under $100,000, two between $100,000
and a million, and six for over one million apiece.

Now, while asserted claims do not, of course, auto
matically infer there is malpractice or that romantically high

amounts will be paid to plaintiffs, you might draw some conclu
sions from these rough statistics.

The raw number of claims

and the size of some give us in my mind at least a discouraging

indication of the trend, though I dp know in the last year or
so a number of us have been thinking that the trend might be
reversed.
You are, of course, aware of the larger claims made,

including the recently publicized one of Milfactors, and Mr.
Isbell will be commenting upon some of these larger cases today.

While we do not have really refined statistics from

a good sample for reliability answers it is probably not worth
the effort to try to refine them really.

You might be interested in the current attitude of
two insurance brokers with whom I have been dealing for some
time.

About two weeks ago, at lunch in fact, one broker made

the positive unequivocal statement that situations like Milfactors
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had the London insurance market so disturbed that it would be
withdrawing coverage before the end of the year 1969.

a rather strong statement.

That was

I won't call it irresponsible, but

I did chide him for what I thought was overstatement, but he
believed it.
We do know that people in the insurance industry

exchange information rather freely, and I learned on many

occasions that they are quite knowledgeable in this field, more
knowledgeable than we are.

I would say, too, certainly more

knowledgeable than reporters for the Wall Street Journal.

After that discussion I talked with Norman Fowler

of Minet.

Without first referring to the first discussion I

mentioned, I just asked him what he thought of attitudes today.
His words were, a quote, "The market is fantastically disturbed.”

He explained that one thing discouraging to under

writers is the fact that claims have been increasing in all
types of errors and omissions policy.

He felt since our

particular policies are part of that general category of error

policies, coverage of our work many times is made to appear to

underwriters more undesirable than it really is.

He says without hesitation that the London underwriters
do want to be in this market, and that there is not a chance in
the world that they will be cancelled.
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Mr. Fowler is making his usual visits to underwriters

at the end of this month in May.

He gave me permission to quote

him, as I have, but feels that today it is premature to judge
the exact temper of that market, at least before the end of

May.

He is sure though, and I guess you would guess this, he

is sure that there will be a demand for substantially increased

premiums.

I feel that Norman Fowler is more knowledgeable as to
what Lloyds might do than is the broker who is sure that the
roof may fall in before the end of the year.

However, the

broker is a very informed individual in this particular area.
I can’t shrug it off.

I think this rumor in the

domestic market does warrant our close attention.
Putting together these incomplete statistics, the

details we learn from newspapers and the opinions of informed

brokers, we must conclude that the problem we are talking about
is just not about to go away.

At the least, everything we hear

says that we had better pay even more attention to the education

of our staff and to our own controls over the quality of the
product.

The committee’s activities in liability insurance

should be of interest to you.

As you know, the Institute is

advised from time to time of the need of members for assistance
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in obtaining malpractice coverage.

This became increasingly so

when about two years ago a Home Insurance Company decided that

it did not have an interest in this field to continue to write
policies for a great number of our members.

The departure of

Home Insurance left quite a number of our members with no

insurance, and our committee thought that it should try to give
them some assistance.

There are only around 100*000 CPAs in the United
States and just over 60,000 of these are members of the Institute.
The Institute staff and some knowledgeable members estimate
that without detailed support that about 40,000 of the some

60*000 CPAs are in public practice.

That's a rather thin market,

isn't it* for underwriters to be too interested in, and it

becomes thinner as to any one underwriter when we consider still

there are a few underwriters in this field.
I guess I find it hard to criticise underwriters for

not wanting to enter into a costly campaign and commit expensive
talent to administer a small local program that must be judged

as not too profitable at best.

With that total market* under

writers become even more disinterested in learning that many
CPAs do not even apply for insurance, and that many who do,

apply for negligible amounts.

Again, the matter of that premium involved in the thing.
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The premium involved is just not interesting.
I suppose if there is one contribution that the

Legal Liability Committee might make to this profession, it

just might be in this area in educating all of our people, all
of our members in the needs for this type of insurance.

In 1968 the committee polled the fifty states and
the District of Columbia to learn whether in each area there

was a liability insurance plan sponsored by the State Society.
Of the 51 jurisdictions we learned that only twenty sponsored

a plan.

The remaining 31 did not.

The 31 areas seemed to us

to be a market, assuming aggressive Institute assistance, and

that would be important.
That market of 31 states should be of interest to

some underwriter, and on this basis, having explored some
possibilities since early 1968, we set out to try to have an
underwriter become interested in us.

We haven't had any false

hopes raised by both domestic people and by London, but we
finally were able to find a broker and underwriter who sincerely

offered to make the necessary sales effort to our members.

The broker, Despard and Company, and the underwriter,

American Home Insurance Company, met with our committee a few
times, and we finally agreed upon the necessary advertising

brochure.

During this same period we were working to interest
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Federal Insurance Company in writing an excess policy for us,
a policy for in excess of American Home's policy.

Federal

agreed, and its separate brochure was finally approved by the
committee.
Both brochures with application blanks were mailed to

members in February, but they were mailed to members in those
states only where the local society management agreed that we

should.
End 13

Through last Wednesday we had the following action as

to the results of that February mailing.

Through last Wednesday there were 159 applications
from 36 states.

In that group there were 1,085 people covered

including 341 sole practitioners or partners, 98 other CPAs and
646 employees not CPAs.
Another breakdown of the 159 applications, 113 did

have primary insurance, 46 did not, 73 adopted a $250,000 primary
policy, 86 applied for $500,000 coverage, 35 of 159 applied for

excess coverage, 124 did not.

Of the 159 applications there were nine who admitted
that at some time in the past they had a trouble situation.

We

don't always admit that.

Applications received through last Wednesday involved
annual premiums of $42,000 for the basic policy and $8,800 for

the excess policy.

We do know that Federal Insurance has in
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mind that that $8,800 premium should grow to $250,000 after an
18-month trial period, and since that part of the coverage is

so important to so many of our members, we know that some addi

tional action is required, and very soon.

The timing of the mailing of the brochures was not the
very best, considering that many of us were involved in the so-

called tax season in February.

We felt that it had to be done

though to minimize the risk that management of the State

Societies might begin to show a desire to have a plan of their
own, and local brokers just might begin to get very active all
of a sudden.
We felt that if there was an important reduction in

the total number of members open to the companies that might
apply under the Institute program, we would at the least lose

Federal Insurance and cause their withdrawal.

American Home

and others might follow, and that could just dry up the United

States domestic market.
Our fears in this regard apparently were well founded.

As recently as April 16, about three weeks ago, the Pennsylvania
Institute announced an excess policy available to its members

through a local broker, and we know that California has been
devising a program to be written by a very small underwriter,
so reducing the total practice units available to Federal for its
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excess policy by ten per cent.
We note too that the brokers serving New York, New

Jersey, Connecticut and Maryland were trying to have Federal

Insurance and others issue an excess policy in those states that
he controlled, and the practice units available in those units

accounted for about 25 per cent of the total, so of the six
states combined, they accounted for about 35 per cent of the

market that we thought might keep underwriters interested in

covering members who otherwise could not obtain coverage —
35 per cent.
I am happy to inform you that after frustrating months

of negotiating, Despard and Company were able to make an arrange
ment with the broker handling the last named states, that is,
the 25 per cent states, and that both brochures on the excess

policies are now being stuffed and will go to those states
perhaps this week without interference.

We fully expect that information in the hands of members
of those four states will produce a significant number of appli

cations and make results more respectable than they were up to

the middle of last week.
There are still some state societies that have no

insurance program of their own.

They sponsor nothing, and they

have not agreed to our request to mail the Institute's program
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to members in that state, even though those members are also,
many of them, members of the Institute.

Missouri, Minnesota,

Oklahoma and Tennessee are examples of this.
With the elimination of the large bottleneck, New

York and the other three states, we now will do more to try to

encourage these others to allow their own members to know more
about the Institute's plan and furnish them brochures.

I don't

know if we can do anything about California and Pennsylvania,
large as they are, possibly nothing, but their separate action
initiated after the Institute program was set up certainly will
hurt our chances of having enough applications to keep our excess

underwriter interested.
In announcing the program to our members, we were

extremely careful not to mail to those states without the
concurrence of the Executive Director or the other management
of State Societies.

We want the project to go forward with their

acceptance, with their cooperation.

If we cannot obtain con

currence, it appears that members in all the other state will

then be denied coverage and

for a

long, long time.

We might then

have to come back and make some hard decisions on where do we
go or nothing basis.

I hope that is not necessary.

A few comments though about the separate programs in
Pennsylvania and California.

To obtain excess coverage in
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Pennsylvania, the member must carry his primary insurance with
Continental National.

Under the Institute program, as most of

you know, Federal Insurance requires only that the basic cover
age exist, and that a reputable underwriter is involved.

The Pennsylvania policy does one thing that seemed

objectionable.

umbrella policy.

It adds other forms of coverage in a so-called

The coverage includes, besides liability

insurance such things as personal automobiles and other liabil

ities, and since these are the very classes of business that
are difficult, claims in those states in Pennsylvania will ad

versely affect any computation that an underwriter might make

of his experience with Pennsylvania members.

Being more than

a professional liability policy, the cost, of course, is more

than the policy under the Institute program, and that too might

discourage members in Pennsylvania from applying for coverage,

although they might have bought the cheaper Institute program.
The California Society is working on a program being

underwritten by Northwestern National Group of Milwaukee, a
very small company.

Here too the umbrella concept is used with

premiums applicable to professional liability actually being

more expensive for practice units as high as ten people.
Based on statistics available to us so far, the average

unit, particularly those that would be interested in this type of
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program, embraces about seven or eight people, so it is not

hard to understand that most members in California will be
paying more under that program than under the program put

together by the committee before California took action.
As Norman Fowler pointed out when talking about this
London market, bad experience in general errors and omissions
policies influences thinking about our professional liability

E14

experience.
It occurs to me that these other states are adding to

the problem for their own members by purposely including auto
mobiles, general liability, and that sort of thing in a policy

really intended to cover losses in the situations that have
caused us so much concern.
If as a group we agree that our members, regardless

of size, would be well advised to have coverage, and if it is

more likely we can assist members in obtaining coverage other
wise not obtainable, only if we help underwriters achieve good
results it does seem that we ought to put aside local special

interests unless there is some better reason that we haven't

been able to learn about so far.
The cost of coverage, you know, is minimal.

The basic

plan provides for coverage of $500,000 for any one claim with
a limitation of a million dollars in any twelve-month period for
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a cost of only $200 for a sole practitioner, $600 for a staff

of 25, and $1,000 for a staff of fifty.

The excess policy

offered by Federal covered one million dollars in excess of the

primary policy at a cost of $125 for a sole practitioner, $375
for 25, and $1,185 for a staff of fifty.

In other words, a sole practitioner has combined

coverage of $1,500,000 for $325 a year.

For $975 there is

coverage for 25 people, and $2,190, to be exact, pays that
coverage for a staff of fifty.

Costs are less if coverage under

the SEC statutes is not required.

I won't go further into this insurance program at

this time.

I do feel that we must encourage adoption by the

state societies, and their members who are not members of the
Institute are also eligible for this coverage too, you know.

I think we need encouragement to offer the two underwriters a
larger market than we now offer or risk not being able to help
so many members who apparently need that help.

A failurewould

be unfortunate for so many firms across the country that need

coverage, and in this seller's market, they just cannot get the
type of coverage they need.

If we cannot open up a larger market in the near
future, we will have to reappraise our situation and adjust it.
Members of this Council represent all Institute members.
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not just the large firms who are able to interest underwriters

in liability coverage.

I suggest that each one of you learn

whether his particular State Society is encouraging or is block
ing the Institute’s plan.

Has your Executive Director mailed

Institute material, for instance, to your own members?
With the second mailing of material this week now in
progress, this might be a good time for you to find out.

Mr. Isbell has agreed to comment on a few of our

trouble situations that I know are of interest and on sections
of the Securities Acts relating to the problem.

He told me that

he is advertising his presentation as a "Report From the

Battle front."

Dave?

MR. DAVID B. ISBELL (AICPA Counsel):

Mr. Chairman

and Mr. President, distinguished guests, members of Council:
That’s “Report From the Battlefronts,” plural.

There are

several battle lines I am going to talk about.

One is criminal

liability of accountants; the second is liability under the
Securities Act of 1933; the third is Securities Exchange Act of
1934; the fourth is common law liability for audited financial
statements; and the fifth is the accountant's legal responsi

bilities for unaudited financials.
First, the criminal liability of accountants.

The

key item here is, of course, the Continental Vending case where,
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as you know, last summer three accountants were convicted of
mail fraud and conspiracy by reason of asserted failures of

required disclosure in the balance sheet of Continental Vending
Machine, Inc.

As you know, the Institute filed an amicus curiae

brief in that proceeding on the post trial motions.

Since the

brief was reprinted in the Journal, I am sure you all read it

and are aware of the position advanced by the Institute in the
brief.

The position in summary was that there was inadequate

evidence to establish that there were requirements of profes

sional standards with respect to the crucial points of disclo
sure upon which the criminal charges rested.

More generally

phrased, the Institute advanced the position that a member of
the accounting profession or of any other profession may not

properly be held to criminal responsibility for conduct in
circumstances where it is not shown that his conduct departs
from clearly established, definite, uniform, and known profes

sional standards.
The motion to which the amicus curiae brief was

addressed was denied by the trial judge, and an appeal is now
pending before the United States Court of Appeals for the
Second Circuit.

In that court the Institute submitted an amicus
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curiae brief again, again advancing the contention made in the

trial court, but adding a second point as well.
The second point is that in a criminal prosecution of
a professional person, his conduct must be tested by the profes

sional standards of his own profession, and not as was permitted
in this case, by the charge to the jury by some lay standard
which is undefined and may exist nowhere except in the minds of

the jury.

Now, that case has been argued to the Second Circuit,
and was argued on April 17, and we will not know what the

results of the court’s consideration will be probably for several

months, perhaps longer.

I would not venture to predict what the results would
be for various reasons, including superstitiousness, I suppose.

I may appropriately make a couple of comments about it.
One is that the panel of three judges that heard the

argument and will decide the case was a good panel from a

lawyer’s point of view.

That is they were good, conscientious,

able judges, not subject so far as any of the lawyers know to

a strong previous position which might affect, unduly affect

the result of their deliberations.

I might mention also, for what it's worth, that in
the course of the oral arguments, the United States Attorney said
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in substance that he agreed with the positions as advanced by
the Institute in its brief, that is, he agreed with it as an

abstract proposition.

He merely added that he did not think

that those propositions applied to this case.
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Of course, we

think that they do apply to the case.

I can say also what the results will be, we hope, in

that case.

We hope that the court will adopt the positions

advanced by the Institute in its briefs.

The result of this

would be to establish a precedent of very great weight in view

of the importance of that court, a precedent which would limit
at least criminal prosecutions in cases where there is shown
to be a clear cut departure from definite, uniform and known
professional standards.

Now, whatever the decision of the Second Circuit is
in this case, I am sorry to have to report that I think that
the success of the prosecution below is going to invite other

prosecutions.

I know that in this connection the Practicing Law
Institute is sponsoring a seminar on accountant's liability.
They will have one session in New York later this week and

another session later in the month in Las Vegas.

That seminar

is going to give substantial emphasis to criminal prosecutions.
One of the participants in the panel of the seminar
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is the Assistant U. S. Attorney who prosecuted the Continental

Vending criminal case, and I note that the chairman of the
faculty at the seminar is the gentleman who is a government
witness, a prosecution witness in the Continental Vending case.
He was attorney for the trustee in bankruptcy of Continental

Vending.
That is a seminar which I think it would be fair to
say is going to be of greater interest to potential plaintiffs'
attorneys than to defendants' attorneys.

Let me turn to the Securities Act of 1933.

I am glad

to report that there have been no more decisions, at least

reported ones, with regard to Section 11 of the '33 Act, which,

of course, is the Civil Liability Provision, since the Bar Chris
case.

I won't describe that case since I am sure you are all

familiar with it.

I will just make this observation, that with the

prospect of the increasing lapse of time, it seems to me that
it becomes ever clearer that in terms of its precedent value
that case was more helpful than hurtful for the accounting pro

fession.
Now, as has been reported to you some time ago, the

Institute has submitted to the Securities and Exchange Commis

sion proposals for amendment of Section 11 of the '33 Act to
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moderate somewhat the very stringent liability to which auditors
are exposed under that section.
amendments.

These would be legislative

They require legislative action.

The proposals

are still before the Commission, neither dead nor on the other

hand alive and running.

I think their situation could best be

described as a state of suspended animation.

The response that we have received from the Commission
staff and from the Commission itself has been in substance one

of sympathy for the desire for some relief from this very

stringent liability and even sympathy for some of the specific
proposals advanced, coupled, however, with an extremely strong

reluctance to see the '33 Act, and especially Section 11,

opened up in any fashion for any sort of legislative reconsider
ation.
The Bar Chris case was obviously no help to our case

in this.

There were other groups of defendants other than the

auditors who had Section 11 applied to them with the full force
of what its text says it means, and any opening up of Section

11 in the Halls of Congress would invite questions from other
unaffected groups, underwriters, for relief for their purposes
too.
What we propose to do with regard to these proposals

is to wait until the Commission has all its members in office.

83

As you know, at the moment, there is still one vacancy that
has not been filled, and then present the matter to the Commis

sion once more in an effort to get at least

benevolent neutral

ity on the part of the Commission.

Now, when this matter was first reported to the
Council, someone didn't get the word, and a note was published

in the CPA about the fact that the Institute had submitted
proposals for amendment of Section 11 to the Commission.

That

note was picked up in the New York Times in a column, and there

was a very anxious moment when we feared that other interested
groups, other potentially interested groups might pick up the

ball and start putting pressure on the SEC or start moving in

Congress with regard to Section 11.

Fortunately, apparently no one read that column in
the Times, and nothing happened.

of the family.

Nothing happened.

That is, nobody except members
We might not be so lucky

another time.

I urge you, therefore, to keep this information
strictly within the family.

spread it around.

Let's not publish it.

Let's not

Let's not let it get into the hands of other

potentially interested groups who might upset the delicate
balance of the matter while it is pending before the SEC.

Let me turn to the '34 Act.

The most numerous and

84

potentially most significant developments are in this area,
specifically, of course, the Commission's Rule 10-B-5 promul

gated to enforce Section 10-B of the '34 Act.
This rule prohibits in substance fraudulent schemes,

devices, artifices, and other kinds of conduct, and also serial

misstatements and omissions made, and I quote, "In connection
with the purchase or sale of securities," and by means of the

mails for other instrumentalities of interstate commerce, and

as you know, Section 10-B, or more exactly, 10-B-5 was involved
in the Texas Gulf Sulfur case which is surely the most highly
publicized case in the financial area in the last year, and

doubtless a longer period than that.

No accountants were involved in that case, but a
point of significance to accountants is that it was there held
by the Second Circuit, among other things, that the issuance of

a misleading press release by the company violated 10-B-5 even
though it had no connection with any offering or purchase of
securities by the. company, and there was no evidence of any

intention to affect any such transactions.

What it amounts to is an interpretation of the phrase,
"In connection with the purchase or sale of securities," to make

it a very broad application.
The same court, the Second Circuit, has made the same
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ruling with regard to the breadth of that phrase in a case that
does involve accountants.

The name of this case is Hight versus

Wightson.
Hight versus Wightson involves several suits by
purchasers of securities of the Beelock Investment Corporation,

its directors, an investment banking house, and in one suit,
Beelock *****.
The gravamen of the suits lies in Beelock’s alleged

concealment of overcharges on government contracts in its annual
reports and SEC filings, and as a consequence, what is charged
E16

to be a resultant effect upon the market in Beelock’s securities.
The defendants, according to the complaints, knew or

should have known of the alleged misrepresentations.

None of

the defendants were alleged to have traded in Beelock’s
securities.

The alleged wrong had been directed not toward

the market but toward the government.
In consequence, the district court held that the
complainants failed to charge conduct in connection with the

purchase or sale of a security in which the plaintiffs were
involved as was singly required by the text of the rule, and
the district court dismissed all the complaints before trial.

The Court of Appeals reversed.

It found that the purpose of

the alleged concealment and the absence of inside trading was
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irrelevant.
The dissemination of false or misleading information

"In a manner reasonably calculated to influence the investing

public" was held to establish a sufficient connection with the
plaintiff’s purchase or sale of securities to come within the

purview of the rule.
The case has been taken to the Supreme Court, and it
is awaiting a decision by that court as to whether it will

review it or not.

The Supreme Court has invited the government

to express its views, and the government has done so, as it did
in the Court of Appeals, urging that the Supreme Court affirm
the decision of the Second Circuit.

If the Court does that, or

if the Court declines to review the case and therefore leaves

the decision of the Second Circuit standing, the effect will be
to extend the risk of liability for fraud under federal law to

every case where financial statements, audited financial state
ments, I am talking about here, may foreseeably be relied upon
by someone in connection with a purchase or a sale of securities.
Now, this is not too bad a result if the standard of

conduct is fraud, that is, if there is liability on the part of

the accountant only where he knows that the statements are
materially false.

There is in substance that liability already

as a matter of common law.

The fact of extending 10-B-5 in that
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area would essentially be procedural rather than substantive.
You may be sure though that efforts are being made to lower the

standard to mere negligence.

One Federal District Court in Illinois has in fact
already held in a not very weighty opinion that an accountant

is liable under 10-B-5 for mere negligence.
The Second Circuit has specifically avoided the ques

tion so far, specifically reserved it, calling it a troublesome

question, in Hight versus Wightson, directing its attention not
directly to accountant’s responsibility or level of care, but to
the level of care of all the defendants.
Moreover, the Second Circuit in the Texas Gulf Sulfur

case indicated, or a majority of that court thinks that the

standard of care for 10-B-5 should not be mere negligence.

They

think that for various reasons the more important of which is
that the statute itself does not appear to talk in terms of

negligence, and if a statute does not contemplate negligence,

then the standard of care contemplated by the statute cannot be

changed by a rule or regulation of the Commission.
I trust that when this question comes up for authori
tative disposition by a court, which I hope will be the Second

Circuit, the Institute will have adequate notice of its pendency
and an opportunity, if it appears appropriate, to participate in
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the case by amicus curiae and to make its position on the matter

known to the court.

I think there is a good chance that the law will

crystalize in this area in a way which at least will limit the
exposure of accountants.

I do not think it is likely that the

Second Circuit will decide that negligence is the standard under
the '34 Act.

The next subject is common law liability to third

parties for the accountant’s opinion upon audited financial
statements.

The battle here rages about the well known citadel

of privity, privity meaning a contractual relationship which
Cordozo said in the famous Ultramares case, "

*****

*****

*****

Now, there have been two cases in the last two years,

a little more than a year and a half, involving accountants

which have been treated by some commentators as marking the end
of the citadel of privity.

what premature.

I think these commentators are some

I am reminded of the remark — I wish I was

sure of the attribution, I think Mark Twain who said, “Reports

of my death have been greatly exaggerated."

The same thing I

believe applies with regard to the citadel of privity.

One of these cases is the Rusch Factors case which was
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decided by the United States District Court in Rhode Island in
April of '68.

This was a suit by a factor which had lent money

to the accountant defendant's client in reliance upon audited
financials prepared by the accountant.

According to the pleadings, they had been prepared

specifically for use by the factor.

The defendant accountant

moved to dismiss upon the ground, among others, there was no

privity of contract between the factor plaintiff and himself,
and therefore, could be no liability for negligence.

Now, the court held that according to the pleadings
the case fell squarely within the primary benefit rule.

This is

an exception to the privity rule which was recognized in the

Ultramares case where representations are made for the primary
benefit of a third party, even though the third party may not
be in privity of contract, and where their use by that party is
the very end and aim of the transaction.

The court recognized and held in Rusch Factors that

the representations here had been made for the primary benefit
of the plaintiff, and held accordingly that there could be
liability for mere negligence.

That, as I read it, is the holding of the case, and

it doesn’t change the law from what it was established to be
in the early 1930‘s at all.

However, the court did go on to say

90

by way of dicta that it doubted the continuing validity of the

Ultramares privity rule.

The court said in effect that negli

gence is malpractice, that such malpractice may injure innocent

third parties whose reliance is foreseeable, that as between
innocent third parties an accountant who is guilty of malpractice
the loss is better borne by the accountant because the accountant

can insure against the loss and pass the cost on to his client.
Now, the court's expression of this view was very
clear, and it has some scholarly support, that is, scholarly

from the sense of scholars writing articles about where they
think the law ought to go, or sometimes where they think the
E17

law has gone, but it was not the holding of the case.

To say

that that decision is the end of Ultramares is I repeat exag
gerated .

The other case which is invoked in this litany of
gloom is a case called Investment Corporation of Florida versus

Buttney, a decision by the Intermediate Appellate Court in
Florida of 1968.

In this case the plaintiff had contracted to

purchase a substantial amount of stock in the corporation which
was the accountants client.
The accountant defendant had prepared unaudited

financial statements on a regular basis for the corporation and
had most recently prepared them for a fiscal year ending
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September 30.

The plaintiff purchasing corporation demanded

audited financials for the calendar year end, and these were
furnished by the accountant.

The arrangement for the purchase of stocks specifically
gave the plaintiff the right to rescind if the audited financials

showed a material adverse change in the position of the company
whose stock was being purchased.

The audited financials did

not show such a material adverse change.

The audited financials

were incorrect in this respect, and the plaintiff suffered a
substantial loss, in fact, the entire amount of its investment
which was a substantial investment.
The jury found for the defendant accountants on a

claim of fraud and also on a claim that the plaintiff was a

third party beneficiary to the contract between the client of
the defendant and their client.

The Court dismissed, did not

allow it to go to the jury, a claim of negligence, that is, a

claim that the defendants were negligent, and that therefore

were liable to the plaintiff, and that point was appealed to
the Intermediate Appellate Court.

The court held that Ultramares was still good law

in Florida because the Florida Supreme Court had recently held
and recently relied on that case in holding that an abstractor
of title was not liable for his opinion to persons with whom he
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was not on privity of contract.

The court said arguments had

been made against the continuation of the Ultramares rule, but

said, nonetheless, we are bound to follow the law in this state
as it’s declared in this Supreme Court.

This case has been indicated as a weakening of the
authority of the Ultramares case because of the Intermediate

Court’s recognition of the fact that the argument had been made
against soundness of the Ultramares rule.

This again in my view

is the gross exaggeration.

First of all, although the court had not heard the
argument, had it been made, cannot say it would agree with them

if it had.

Moreover, the Florida Supreme Court had conclu

sively removed any lingering doubt about the continuing validity
of the Ultramares case in Florida.

In that case it granted

certiorari discretionary review in the case.

It heard argument

of the case, and after hearing argument, it dismissed the

certiorari as having been improvidently granted.

In other words, that dismissal means in substance

that the court thought that the issue was not sufficiently
important to have warranted its taking the time to reconsider.
Now, we come to the Yale Express case in imposing a

liability on third parties for negligence.

There, as you will

recall, the court held on a very preliminary and abstract motion
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to dismiss a portion of it, that where the accountant subse
quently discovers that the financial statements are materially

incorrect, he may have a duty to make some disclosure to protect
third parties who can reasonably be expected to be relying on the

erroneous financial statements.
Now, of course, the duty, this duty of subsequent
correction of the disclosure which the court was talking about

would arise in a case where the accountant’s failure to discover

the error prior to the issuance of its opinion was due to negli

gence.

Of course, that would be so.
But what seems to me slipshod thinking, however, some

observers have concluded from that that the decision means that

the accountant is liable for negligence to third parties.
believe that is not what the court held at all.

I

It was talking

not about the accountant’s original obligation to discover the
error.

He was talking about what an accountant's obligation is

after he has discovered the error, after he knows that there

is material error.

So I say that the purveyors of gloom in this area are
premature.

I don't say the citadel of privity will not fall.

I do say that these cases do not mean that it has already fallen.

The final area I want to discuss is the area of
accountants’ legal responsibilities for unaudited financial
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statements.
There's been some doomsday talk about the law govern

ing this area also, to the effect that an accountant has the
same responsibility for unaudited statements as for audited

ones which would mean, of course, that there is no such thing in
the law as unaudited financials.
In my opinion, this is much too gloomy a view.

based, I believe, on two cases.

It’s

One is a case in Iowa, a

decision of a trial court which so far as I know is still un

reported, but which has now been so widely discussed that it
seems bound to be reported sooner or later.

In this case the accountant had prepared an unaudited
balance sheet and performed other accounting services for a
lumber and hardware business in the form of a sole proprietor

ship which was succeeded by a corporation.

The financials were

marked unaudited, but they included numerous notes and comments,

including an explicit assertion that the accountant had con

firmed the accounts payable.

In fact, the payables were sub

stantially understated.
The accountants sued for fees, not only the proprietor

but also the successor corporation.

The corporation counter-

claimed for damages amounting in substance to the difference
between the payables as represented on the balance sheet and the
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payables as they in truth were.
The Court gave judgment on both the plaintiff’s claim

and the counterclaim of the corporation, and in so doing used

some loose language to the effect that there is no difference
between an audited and unaudited financial.

view it, the holding of the case.

This is not, as I

The problem in this case

was very simply not that these were mere unaudited financials.

The problem is that there were affirmative representations made
that the payables had been confirmed and this representation
was not true.

The case does not show that an accountant who prepares

unaudited statements must be prepared to justify them as if he
had conducted an audit.

It merely says if you prepare unaudited

statements and so mark them, but also make representations that
you have confirmed various items, that you will be held to your

representations, the solidity of your representations.
The other case on which the gloomy view of this area

is based is a New York decision in the Intermediate Appellate

Court in which the plaintiff was a corporation which managed
a cooperative apartment.

It sued the accountants who had pre

pared unaudited financial statements for them for a failure to
uncover embezzlements by its managing agent on whom the accoun
tants relied for the information that they used in preparing the
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financials.

The defendants moved in this case for summary judgment

contending that since they had undertaken to prepare unaudited
financials, they had no obligation to uncover fraud or embezzle
E18

ment.

The Court denied the summary judgment and the
Intermediate Appellate Court upheld this decision on two

grounds.

One was that there was an issue of fact precluding

some redisposition of the case as to the terms of the engage

ment which let me mention was an oral engagement, so there was

plenty of room for dispute as to what the terms were.
The other grounds was that there was an issue of

fact again precluding summary disposition as to whether the
accountants in fact knew of the embezzlement at the time that

they furnished the unaudited statements.

Now, it’s been suggested that this case stands for

the proposition that the accountant has the same obligation

for unaudited financials as he does for audited ones.

It's

clear to me that the case does not stand for that proposition
to the extent that what the court was implying,was saying, was

that there was an issue as to whether the accountantsknew of
the embezzlement, and obviously implying from that, if they had

known of the embezzlement and furnished the unaudited statements
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knowing that they were incorrect, then there might be liability.

To the extent that that is what the Court is saying, it seems
to me that the decision goes no further than the statement on

auditing procedure No. 38, that is, the accountant must not
associate himself with financial statements which he knows to be

materially incorrect.
To the extent that the decision is based upon a dispute

as to the terms of the accountant's engagement, it clearly leaves

open to the accountant to show that the terms of his engagement
did not require him to find fraud or embezzlement, and the

lesson the case teaches in this regard, it seems to me, is a

very valuable one.

It is, put your engagement in writing, and so avoid
this kind of misunderstanding or pretended misunderstanding.

Now, I am sorry that these two decisions have been
used to attack the statement on auditing procedure. No. 38, both

from the standpoint of the desirability of its promulgation

from a liability point of view, and inferentially the desire of
an accountant complying with it in a particular case.
I would like to take a moment to comment on both of

these, and take the latter point first.

Let me say that it's

the very emphatic opinion of the counsel for the Institute

that any advice that you may hear to the effect that Statement
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38 should or even may be disregarded so far as legal liability
is concerned is bad advice.

Whether or not it was a good idea

to issue Statement 38, and whether or not the statement reflects
obligations already likely to be recognized by the law, it

seems beyond much question that the statement, now that it has
been promulgated, crystalizes the obligation that the law is

very likely to enforce.
Put in other terms, this means that Statement 38

increases the risk of liability of accountants who do not abide
by it.

This, of course, is true of any pronouncement, any

technical pronouncement of the Institute that sets new standards
or even crystalizes existing ones.

The other and more serious attack on Statement 38 is
involved, the assertion in substance that it increases the risk

of liability for accountants who do abide by its terms.

In

other words, there is an attack on the desireability from the
liability point of view of setting any standard at all in this

area.

I most strenuously disagree with this.

I think there is

a substantially greater risk of an accountant being held liable
for association with false financial statements with which he

was in fact associated where the association is not manifest,
and therefore, can be covert and conspiratorial than where the

association is frankly acknowledged and where at the same time
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the liability of the accountant’s activities are made clear.

It may be that the courts will someday hold accountants

responsible for the same procedures with respect to unaudited

statements as for audited statements.

they have not done so yet.

It’s occurred to me that

There are some possibly adverse

developments in the law in the three areas that I have identi

fied, 10-B-5, common law with regard to audited statements and

unaudited statements, but those who say that these developments
have already occurred, it seems to me, take much too pessimistic
a view, and one which hardly serves the interest of the account

ing profession.

I think there is a good chance, especially if you and
all the other members of the Institute cooperate in this program

for learning about pending cases and keeping track of them so the

Institute will know when an issue is arising in sufficient time

to bring its weight to bear, I think there is a good chance
that the law will be crystalized at points where the exposure
of an accountant, while not a pleasant thing to contemplate,
nonetheless is something that is bearable.

My message is in sum, not one of cheer, but certainly
one of hope.

Thank you.

PRESIDENT KENT:

Would you like to defer questions

and comments on this until after lunch?
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I would like to go on to one bright item on the
agenda before we adjourn for lunch, and this will take only a
few moments, and we will ask Lou Penney to render his report
as Chairman of the Awards Committee.

MR. LOUIS PENNEY:

The Awards Committee was first

formedin 1943, and we have completed 25 years of living under
successive committees and we are going into the 26th year at
the present time.
During those years there were three years when no
award was made.

There were three years when three awards were

given, nine years when two awards were given, and in the other
ten one at a time.

A total of 37 individuals have received

the awards over these 25 years.
The trend in recent years, as I say, in modern times,
the last five or ten years has been to limit the award to one

person per year because the committee — and I am not talking

about myself, I am talking about the committee in prior periods
— has been of the opinion that the stature of the award is

lessened when more than one award is given in a year.
The criteria for the award at the present time, and

this has been true for a number of years, is as stated in the

committee’s minutes:

"The CPA Gold Medal Award For Distinguished

Service shall be made to members whose influence on the profession
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as a whole is distinguished when compared with other contempo

rary leaders.”
The committee maintains a bank, I would say a bank

of nominees for the award.
teen names on that list.

At the present time there are four
Each year by December 31, the members

of the committee are permitted or authorized and even asked to

submit as many names as they choose to be considered, like
nominating them for an Oscar to go into the bank of names.
Over the period of years a number of procedures have
been worked out, so that after December 31, and prior to today,
matters automatically come up to the point where there is one

or two or three or thereabouts names which come up to the top,
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and the committee has to struggle with that situation.

In some

years that's been a very difficult task, and as you remember, a

couple of years ago, the one per year deal was violated when
Bob Witschey was given the award posthumously, and Cliff

Heimbucher was also given the award.
This particular year we didn't have any problems.

Our

7

preliminary activities came up in such a fashion when we met
to name the person for the award, it was only a matter of a
couple of minutes.

In other words, cur committee's work was very

easy when it came down to the final gun.
The award this year is to Herman W. Bevis.
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PRESIDENT KENT:

I think we can tell by the applause

that the action of the Awards Committee meets with favor.
Herman, I don’t know if you want to respond.
under no obligation to do so.

You are

This will be presented to you in

the fall.

MR. HERMAN BEVIS:

I thank you very much, and I will

save my words for the fall.

PRESIDENT KENT:

We will now stand in recess until

2:30.

... The proceedings were then recessed at 1:05 o’clock

p.m., to reconvene at 2:30 o’clock p.m. ...
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AFTERNOON SESSION

2:30 o'clock p.m.

PRESIDENT KENT:

Gentlemen, may we come to order,

please.

I am reliably informed it's raining in Colorado
Springs, and raining very hard in Houston, so I think we made a

good decision.

At the time we took our luncheon recess, we had con
cluded the formal papers prepared by John Schumann and Dave

Isbell.

We agreed we would come back to any commentary on that

subject.

Would anybody like to have the floor to discuss this

subject that we were discussing just before we broke for lunch?
MR. HAROLD BERLFEIN (California):

Dave Isbell said

that the Bar Chris case was helpful, and I didn't know whether
that meant we were going to get some better legislation or some
other reason it was helpful.

MR. ISBELL:

What I said, it seemed to me a balance

more helpful than hurtful, and the reason for that is essentially
it crystalizes the law.

You know, Section 11 has been in effect since 1933.

This is the first decision which has provided any sort of
exegisis as to what Section 11 means.

By and large, what the Court said is what the people
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who had studied Section 11 thought it said, but there was an
effort made in that case to broaden, among other things, the

scope of an accountant's liability.

An effort was made to make

the accountants responsible for statements in the text of his

prospectus which related to financials.

The effort was made, in

other words, to broaden the expertised portion of a registration

statement to include something more than the audited financials.

The court rejected that effort and said that the
accountants were not taking responsibility by their consent for

any part of the text of the registration statement or for the

interim financials as such, and in that sense it seems to me, and
there are various other things that the court did, it seems that

the decision is helpful because it delimits the law with regard
to Section 11.
Another point that occurred to me is that the court

said in a very useful phrase that accountants are not to be held
to a standard higher than that of their profession.

not merely a strayed phrase.

This was

It was also a part of the holding

of the court with regard to the standards applicable with regard

to a Section 11 review.
Another point in the decision of the case that was

helpful from a precedent point of view in putting a limit on
accountant's responsibilities was the statement that the 122
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review program there involved met the standards of the profes
sion and that these in turn meet the requirements of Section 11.

It’s in respects such as that, that it seems to me

that the decision on the whole is more helpful than hurtful.
I am not saying that the standards that the court promulgated
were necessarily correctly implied in that case.

There was a

good thing to be said on the contrary, and it was said, regard
ing the accounting firm involved, but in terms of the precedental

effect of the opinion, it did not go beyond what one would
expect Section 11 to say with regard to accountant’s responsi

bilities, and indeed, by setting clear limits, it established

helpful precedent.
PRESIDENT KENT:

Any other comments?

MR. ROBERT BALTZ (Illinois):

This is not on the

Bar Chris case if you want to finish that.

PRESIDENT KENT:

I think we finished Bar

Go ahead.

Chris probably.

MR. BALTZ:

I would like to give you some comments,

not to argue with you, on this question of a bank suing the
accountants in the case of a loss.

Perhaps you can better under

stand what I say when I tell you that I am a lending officer
in one of the large commercial banks.

like me.

There are many others
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Now, I think you are going to find that in the future
the banks are going to sue more than they have in the past.
In the past banks have I think swallowed some of the losses they
have had.

They are going to sue more because this whole ques

tion of, are the officers and directors of an organization doing

everything they can including exhausting every legal means to

protect the assets, has come up.
It involves in the case of a bank, the stockholders,
depositors, and if the thing went broke, the FDIC.
Recently I was asked if our bank should join in a

suit with other banks to sue an auditor where the banks lost

money when they relied on the audit report to extend credit.

I said I thought we should.

There wasn't any question — you

could be as charitable as you wanted to be — but there was no

question but what the auditor blew it, and blew it by a big
margin.

Second, I said I thought we had to join in the suit
because the officers and directors of the bank had this responsi
bility of which I just spoke, and I think you will find more of

that as time goes on.

Let me say to you, the bank that I am with — and I

think I can say this will apply to every other bank — no bank
wants to sue an auditor.

They don't want to sue it because if
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there is a suit, it means the bank has had a loss, and I think
you will believe me when I say no bank wants to take a loss.

Even if the bank were to sue and to recover the full amount of the
principal and interest which they lost on the loan, they still
lose because they are out legal fees and they are out a tremen

dous amount of time and effort, time that they ought to be spend
ing on productive things, servicing their existing customers

and developing new business and getting new customers, so

believe me when I say, no bank wants to sue an auditor.
Now, why does a bank get an audit report?
can’t rely on the audit report, why get it?

If the bank

Why not then just

take the statement of the company and forget about the audit
E20

report.

Well, there is this technical legal thing about, well,

because the auditor was paid by the client, therefore his
responsibility is to the client and he has no responsibility to
the third party user.

To me that’s technical and completely

forgets the substance.

Now, do we get around that by working out an arrange
ment where your client reimburses the bank and the bank hires

you and pays you?
the bank.

Then you have the direct responsibility to

Or, does the bank say, well, we won’t lend you any

money or give you consideration on the basis of this audit

report until we get a written waiver from the accounting firm,
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waiving this technical loophole here where they can avoid any

responsibility.
PRESIDENT KENT:

John, any comments you want to make

on that?
MR. SCHUMANN:

No, Ralph, I thought you were going to

ask if there were any other comments.

PRESIDENT KENT:

Are there any other comments?

MR. DONALD BURNS (California):

I have been asked to

make a statement for the record in defense of the California
Society with respect to this legal liability insurance matter.
At a meeting of our Executive Committee some weeks ago

as a matter of fact, we discussed this matter, and it is the

recollection of those of us who were present at the meeting that

we came to the conclusion that the Institute should be advised
it was free to send this mailing with respect to this matter to

all of the California practitioners.

If that message was garbled in the transition, we

will correct it.

MR. SCHUMANN:

I am so glad to hear that, Don.

We do

have a mailing, as I mentioned, probably by early next week at
the latest, and we would like to get Institute members informed

in California of what it is we are trying to do.

Till now, we

have not had that privilege, and I am real glad to hear about it
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PRESIDENT KENT:
move along.

Very good, I think we are ready to

Thank you very much, John, and David, for an

interesting presentation.

We will now go back and pick up the last of our Monday
morning session, the Education and Recruitment of Ethnic Minority

Students for the accounting profession.

This will be led by

Edwin R. Lang who is Chairman of the Committee for Recruitment

of Minority Groups.
Ed Lang has been hiding over there in the corner.
The color of his jacket will prove to you that all is not black

and white.
... Mr. Edwin Lang then presented his prepared paper,

and at the conclusion, moved that the Proposed Council Resolu

tion on Recruiting For Minority Groups, paper marked No. 4,
be adopted ...
••• The motion was duly seconded ...

PRESIDENT KENT:

You have a copy of the resolution,

and I won’t reread it at this time.

It’s been seconded.

The

floor is open for discussion.

MR. JAMES P. OULD, JR. (North Carolina):

I would

like to suggest the addition of a few words to make this sound

slightly better to Negroes and that is to add to the last para
graph, right on the end, "And that individual and firm
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practitioners be advised in an appropriate manner."

In reading over this resolution, I feel that many
Negros would like this wording better.

Some of you have partici

pated in politics a little bit and hear a lot of stuff, but the

way this is phrased right at the end, you are going to advise
all the Negroes that this is to be the position of the Institute,
and so forth, but you say nothing about advising the people that

are going to be employing the Negroes, and I realize up in here

you do mention about recruiters and so forth, but I say if you
are interested in this thing sounding well to a young Negro,

that along with writing them and telling them whom they may con
tact, which I suppose you are doing, that this would make it

sound a little better and a little more sincere to the Negro.
PRESIDENT KENT:

Are you offering that as an amend

ment?

MR. OULD:

That individual and firm practitioners be

advised in an appropriate manner, as an amendment to that.
MR. GEORGE M. MARROW (New Hampshire) :

I second the

amendment.

PRESIDENT KENT:
seconded.

The amendment has been moved and

Is there discussion on the amendment?
We will now vote on the amendment itself, and the

amended wording at the end of the typed resolution on Page 2
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is that "And that individual and firm practitioners be advised
in an appropriate manner."
(Ayes)

Contrary?

All those in favor say "Aye."
The amendment carries unani

(No response)

mously.
MR. HARRY WARD (Texas):

I am Harry Ward from Texas,

and I am the bashful one of the Texas delegation, so I was

called on to say a few words.

I have a little bit of trouble following some of the
discussion and some of the wording of the resolution.

I think

everybody is acting in good faith in this, and I presume you

will grant me that what I have to say is in good faith.
I think what we should be addressing ourselves to are
the underprivileged groups in the United States.

minority groups.

This says

I am a part of a minority group, if you can

believe it, a quiet Anglo Saxon protestant, a minority group

literally.
In Texas you allude to the Latin Americans where we
have a real problem coming up.

have the Puerto Rican

I think maybe in New York you

problem and in Miami the Cuban problem.

If this committee is directing itself to the black
community, I think let's say that.

I have great reservation about going home and talking
to some committees, and the Latin Americans in Texas, when this
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thing speaks of predominantly white and predominantly black.

We have colleges that are neither predominantly white nor pre
dominantly black.

I think you are equivocating on this subject

if that is what you are trying to say.

I can’t conscientiously vote for this resolution.
I think that it has certain ideals in it that are not going to

be sold to the colored community.

I think the term that they

are going to enter the accounting profession without educational
disadvantage is in itself pie in the sky.

realistic.

Let's be a little more

I didn't graduate from Harvard or MIU, so I guess I

am educationally disadvantaged.

I think we have to be realistic about these things.

Item 3 says that we are going to hire these colored people if
they are adequately educated.

I can't conscientiously say that

I am going to hire somebody who is smart but whose morals I

question or who's been running up and down the college with a

gun on his shoulder.

I think we have a lot of other elements.

I think this whole resolution — and I am addressing
myself to the resolution, not to the program — is very un
realistic.

I have another reservation.

In your Further Resolve,

that this committee stay in existence until these things are
achieved.

Well, now, that means this Council is creating a
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committee in perpetuity.
E21

These things are never going to be

achieved.
You have one minority group and you have another

minority group, so you are creating a committee above the
structure of the Institute.

I think this is very bad policy.

I am saying as a member of the Executive Committee —
I am not a member of the Executive Committee — but if I were,

I would like to think I had some authority over some of these

committees, and I am addressing myself to the resolution, and I
think it is badly drawn and it might as it is written do more

harm than good.

to buy this.

I think the kids are a little more astute than

It's pie in the sky, and I think it should be

redrafted.
So, therefore, I move that we table the motion.
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PRESIDENT KENT:

Is there a second to the motion to

table?
... The motion was duly seconded ...

PRESIDENT KENT:

All those in favor of laying this

motion on the table signify by saying "Aye.”

(Noes)

The Noes have it.

(Ayes)

Opposed?

The motion to table fails.

MR. JERRY ENGEL (Las Vegas, Nevada):

Mr. Lang, could

you just clarify this line 3 where you refer to relatively few
Americans?

I am wondering if you are limiting this to citizens
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resident aliens?

Do you want just to refer to individuals or

relatively few Americans?

MR. LANG:

It's literally few Americans from these

groups.

MR. ENGEL:

You might also try to make inclusive all

individuals from ethnic groups, minority ethnic groups which

include people which haven't become citizens of the United

States.
PRESIDENT KENT:

Jerry, you are not actually propos

ing an amendment to the amendment?

MR. ENGEL:

I would suggest that only relatively few

individuals from minority ethnic groups should be used.
... The motion was duly seconded ...

PRESIDENT KENT:

It has been moved and seconded that

we substitute for the word Americans the word individuals in

the third line on the first page.

Are you ready for the ques

tion on the amendment?

All those in favor of the amendment to make the
substitution in the wording, signify by saying "Aye."
Contrary?

(Noes)

(Ayes)

The amendment is approved.

MR. GLENN A. WELSCH (Texas):

I am Glenn Welsch from

the University of Texas, and I have thought about this motion,

and have given it considerable attention, and I have discussed
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with others, my faculty and others this resolution, and I have

three suggestions here that I believe are pertinent and I will
put them in the form of amendment.

strengthen the motion.

I believe they will

I believe that the chairman of the com

mittee in his comments argued for these changes that I would
suggest, and I believe they express what we want to do.

Before making these, I want to say that I feel this is
a sort of thing that our profession needs to do.

I think the

American Institute in light of what has happened and is happen

ing in our country needs to express itself on this thing, so
here are the three items I would like to suggest, or rather to

put in the form of an amendment.
Throughout the document the term "minority ethnic

group" is used.

I would like to propose that the two words

"minority ethnic" be dropped and in their place the word
"disadvantaged" be used.

There is the difficulty of identifying minority groups,
and also it’s suggested we are not concerned about such people

as those who have real problems.

I would suggest that there are five places throughout
the document where this substitution could be made, and it would

look better for us and look better for the young people who are
reading it, not only the black Americans but the Latin Americans
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and the Orientals and the disadvantaged in Appalachia, or wher
ever they may be.
The second part of my amendment would be to have in

it's in the fourth line at the top after the word

two places

students, I would insert the words "students of high potential,”
and then in part 1 under "Be It Now Resolved," after the word

women, I would add the same words, "young men and women of high

potential."
Our chairman spoke to this point, and I think it

says something we need to say about recruiting for our profes
sion.
And then finally, and this absolutely must be changed,

it seems to me, on the second page, the last line says, "Account

ing departments in the predominantly black colleges,in the

predominantly white colleges," and so forth.
that leads to problems.

I submit that

I am not sure what it means, one, and

two, we have colleges — I know of one that is approximately
twenty per cent black, twenty per cent white, sixty per cent

Latin American, and it would be omitted, and I think the real
work that can be done in this area is also in colleges who are
not predominantly black or predominantly white.

I would like to strike on the second line the words
"predominantly black colleges, and the predominantly white
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colleges, and" so it now reads, "to presidents, deans, and

chairmen of business and/or accounting departments in colleges
throughout the academic community."
So I would like to make that motion, Mr. Chairman,
and I have a copy of the proposal here with these changes on

it which I will give to you.

... The motion was duly seconded ...

PRESIDENT KENT:

Before we vote on that amendment, let

me give you each of the changes in case you want to mark them
on your copy.

In the third line strike "minority ethnic" and insert

"disadvantaged."
At the end of the fourth line add after students "of
high potential."

In the fifth line strike "minority" and insert "dis
advantaged. "

In the second line of (1) after the word women insert
"of high potential," and continuing in that second line of (1)

strike "minority ethnic" and insert "disadvantaged."

In (2) the

third line, what I have here does not repeat your high potential
after women in the second line, but in the third line strike

"minority ethnic" and insert "disadvantaged."
In the Further Resolved section, second line, strike
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"minority" and insert "disadvantaged."

You also have stricken on this copy you handed me,
but I did not hear you introduce it, "until they are achieved,"
so "until they are achieved" is still in our wording.

On Page 2, second line, after the word "departments"
strike "in the predominantly black colleges, in the predominantly

white colleges, and".
Those changes have been moved and seconded.
MR. ARTHUR DIXON (New York) :

I would like to comment

on one of these changes. I would agree with respect to the
substitution on the disadvantaged for the ethnic minority, and

I think the point with respect to taking out the reference to
specific kinds of colleges is a good point.

However, I am bothered by the reference to high
potential students for the reason that that could be read in a

way of actually building into our resolution a discrimination
against the underprivileged for whom the resolution is designed,
because I think we must all admit that we are hiring accounting
graduates who do not have high potential.

We like to get them

and we hope that we have them, but I am afraid we are hiring

accounting graduates of high potential, of moderately high
potential, of medium potential, and I am afraid also of low
potential.

I therefore object to that.
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I am afraid it could be read in a way that would

vitiate or water down the whole resolution.
PRESIDENT KENT:

Arthur, are you proposing an amend

ment to delete the two high potential?
MR. HICKS:

I would suggest that we vote on each of

the changes separately, on each of the three changes which the

gentleman suggested.
MR. RICHARD REA (Ohio):

I would agree with him, I

think we should be careful about what we put in here.

My prejudices in this area are comparatively new
since I am a graduate of Cornell University.

I have talked to some people and read some material

on their problems, and it seems the whole thing started when
they lowered their admission standards because their collective

guilt complex led them to believe they didn’t have enough Negro
students.
I think this area of standards is very important, and
I think we are going to have to be very careful about how we

word it, and perhaps it might be well to admit those who can

meet the educational requirements or the standards of the pro
fession, whatever they might be, at the time.

We’ve got to get something in there and not lead these
people to believe that just because they are black and have got
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a degree they can get a job, or we may wind up like Cornell with
a bunch of people walking in with guns and telling you what they
are going to do.
MR. JAMES NEEDHAM (New York) :

As a former governor

of Willard Strait Hall at Cornell, I have some feelings on this
also.
The moment of truth comes at a time like this, and I
think we have to recognize the attitude of the nonwhite community

and/or the disadvantaged community, and perhaps Guy Trump could
shed some light on this.

What I am afraid it means is that we are measuring
the high potential based on the white society, and this will be
viewed in this way by the nonwhite group, and I think the resolu
tion is fine without that particular phraseology included, and

I support Arthur in his position to eliminate that.
MR. HAROLD N. BERLFEIN (California):

We are trying

to express some feeling on a very important subject, and I think
the feeling we are trying to express really relates to the black
community.

I mean, that is where the problem is.
The thing that bothers me in this resolution, has this

been shown to important members of the black community?
MR. LANG:

Yes.

MR. BERLFEIN:

Have they expressed an opinion as to how
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they feel about the resolution as it was worded originally?
MR. LANG:

They thought it was outstanding.

MR. BERLFEIN:

I think that is the most important

thing in our relationship with the black community today, and

that is such a rarity that I would feel that none of these

amendments have any meaning if they change in any way the
sense of a resolution which had that kind of acceptance in the

black community because our problems have been that we have been
writing resolutions, but we haven’t been listening.

We have

been talking without listening, and if Edwin Lang has listened

and prepared a resolution which the other community — and it’s
the black community — has accepted, I think we should approve

it.
There are thousands from disadvantaged groups that

have entered the accounting profession, and if poverty or poor

beginnings is any indication, three-quarters of this room may
qualify for this disadvantaged group.
We are addressing ourselves to the black community,
and so far as I am concerned, I would like to see this resolu

tion voted upon the way it was prepared and the way it was
accepted by the people that Ed Lang talked to.
PRESIDENT KENT:

The floor is still open for discus

sion of the three amending statements
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MR. SIDNEY DAVIDSON (Illinois):

I am sure Ed Lang

has talked to members of the black community about this resolu

tion, but it's frequently difficult to determine who speaks for
the black community, and I have had some experience in talking

with black college students, and I think the one thing that dis
turbs them more than anything else is the tendency toward a

patronizing attitude, and I think it is especially important
that we speak with a voice that will be appealing to them.

I think that the deletion of predominantly black
colleges and predominantly white colleges on Page 2 is a very

important one, and one that will be appreciated, but I think

it's all important to keep this "of high potential” phrase that
Glenn Welsch has suggested.

The students to whom we are appealing don't want to
enter the accounting profession merely because they are black.

They want to enter this profession because they can make a

positive contribution to it, and to give the inference that
merely because they are disadvantaged gives them a right to

enter is going to do more harm than good in my opinion.
We must emphasize the fact that what we want are Negroes
who do have the intellectual capacity to hold up their heads

in the accounting profession.
MR. ALBERT J. BOWS (Georgia):

I wonder, Glenn, if it
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wouldn't meet the spirit of your recommendation if we just

deleted the word “high” from "high potential"?
MR. LANG:

None

That was going to be my suggestion.

of these suggestions gives me problems at all personally.

In

fact, I think they are good suggestions except this matter of

high potential.
You can't define high potential.

We are not recruit

ing all "A" students from any segment of our society.

It

wouldn't bother me at all if we retained the word "potential" as

suggested.
E4

I'd rather not see it in there at all, but it

wouldn't bother me to see the word "potential."
I will agree with the other gentlemen that you are

correct, the black student and the faculties that are teaching

these black students don't want to be babied along — they

really don't.

They want an equal opportunity.

After that,

they will carry the ball, and if you have to release us because
we don't perform, you go ahead and release us, as long as we

have the first initial opportunity.

PRESIDENT KENT:

Al, are you making your proposed

deletion of the word "high" as an amendment to the amendment?
MR. BOWS:

I was hoping Glenn would except it.

Would

you do it, Glenn?

MR. WELSCH:
make an amendment

I would like to talk to it before you
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I think it's a serious mistake to take out the word

"high.”

We have said in our recruiting that the American

Accounting Association and the president of it and the recruiter's
council, everything we put out all over the country, we are

seeking people of high potential.

Now, we are not in this

body defining high potential, and it would be a mistake for us

to try to do so, for this central organization to try to define
it.

We should leave it up to those people who are making the

kind of decisions that are implicit, the administrations, psy
chologists over the country.

Let the college people make the

decision on what is high potential.

When you come to hiring the people, you make a
decision as to who has the high potential.

If you want to call

high potential one thing in your firm and another thing in

another firm, that is your privilege.

I would say again, Davidson is one hundred per cent
correct about these black students and other minority students

— I can't forget the Mexican Americans, and they are coming
into accounting, they are doing quite well, and incidentally, I

have right in this semester a black student who was elected

vice president of the student body of the University of Texas.
Thirty-two thousand students selected him as vice president, and

he does not want to be classified as someone coming into this
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profession with a potential.

He wants to come as high poten

tial like the rest of the people in that class.

semantics.

It is the

Leave it to the people to make these interpretations

where they should be made when they enter the college and you

hire them.
MR. STANLEY TUNICK (New York):

I recognize the prob

lems inherent in a resolution such as this, and I am very,
very much aware of some of the things said here by many of the

people who have brought it up on the floor.

The people in some parts of the country have problems
different from those in others.

In the East unfortunately many

of the black students have even demanded guaranteed graduation,
and this from some of the important colleges in the East.

What

they are doing is demanding that, and perhaps I sound like a
reactionary, and I think I am a very liberal minded person,

but they are demanding and asking for guaranteed graduation

which means no examinations, no flunks, that the standards of
the student body other than the blacks will have to be reduced

to the level of these other people, and this I think spells the

end of colleges as we have known them over the years.
I sympathize with Mr. Welsch.

Perhaps the word "high”

ought not to be inserted, but the word "adequate" potential

could be used.

Maybe we are pussyfooting, but I think at the
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end of No. 1, we might say, "to attend college and major in

accounting in order to encourage them to qualify for the CPA

certificate.”
In no place here do we say anything about a CPA

certificate, and I think this is a very important thing because
our whole purpose is to encourage people to enter the accounting

profession, so I think we might conceivably introduce that
thought into the resolution.

PRESIDENT KENT:

Stan, I am going to have to rule that

out of order.

We are discussing the motion that contains amenda

tory wording.

You may give that later if you like.

MR. ROBERT TRUEBLOOD (Illinois):

It was four years

ago this month at a meeting of this Council in this same hotel
when a similar motion was proposed and tabled.
that parliamentary action was appropriate.

been presubmitted.

I think probably

The motion had not

There had been no institutional work put into

the motion, but here we are, a number of years later, and we

have an increasingly acute problem, a problem of equal opportunity,
of course, but we have now had dedicated work done by a group of
people for whom I have very much respect.
They have submitted a proposal on the floor.
not the same proposal I would have written.

It is

It is not the same

proposal perhaps any one of you would have written, but I think
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it would be completely inappropriate to attempt to redraft a

I wonder if it's not also

proposal on the floor of Council.

a little bit inappropriate for each of us to try to superimpose
our judgments on those who have studied the problem deeply.

I therefore urge the President to call for the ques
tion, and I would invite each of you to vote against the Texas

amendment.

MR. WELSCH:

You referred to it as the Texas amend

ment, and I am surprised you would designate it as that.
PRESIDENT KENT:

One more comment, and the question

has been called for.

MR. FRANK REY (Texas) :

So the CPAs of the company

whom we represent here today can know that this Council in reach

ing its action has been careful and deliberate, I move that the
ballot be by secret written ballot.

PRESIDENT KENT:

is not debatable.

The motion to vote by secret ballot

It requires a majority vote of those present.

All those in favor of a secret vote signify by saying "Aye."

(Ayes)

To the contrary?

(Noes)

The Noes have it.

I would now like to have us vote on the amendatory
wording separately.
Let me first refer to the substitution of "disadvantaged"
for "minority ethnic" or for "minority".
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All in favor of that substitution of wording,

please say "Aye."
have it.

(Ayes)

To the contrary?

(Noes)

The "ayes"

That change will be made.
The second suggested change was to insert "of high

potential" in two places.

Those in favor of adding that

wording in the two places, please signify by saying "Aye."
(Ayes)

even.

To the contrary?

(Noes)

I am afraid that was pretty

I think to have an accurate count, I will have to have

the ayes stand.
MR. LANG:

Will you repeat the question again, elimi

nating or adding?
PRESIDENT KENT:
E 24

What we are voting on is the addi

tion of "high potential" in two places.
in favor of the addition.

Those voting "aye" are

Those voting "no" are against it.

... A standing vote was taken ...
PRESIDENT KENT:

The count is 95 yes and 89 no.

The

"ayes" have it.

We are coming to the third part of the vote on the
amendment which is on Page 2, and this amendment is to strike

beginning in the second line "in the predominantly black

colleges,in the predominantly white colleges," and that is it.
All those in favor of that alteration to the typed resolution,

please signify by saying "Aye."

(Ayes)

To the contrary? (Noes)
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That will be stricken.
MR. HAROLD BERLFEIN:

I don’t know about the parlia

mentary ruling, but it seemed to me that the motion that was

made was for all three to be voted on, and there was no separa

tion to be made.
PRESIDENT KENT:

I think there is some confusion.

I

understand why you make the observation because Glenn did tie
the three together, but it seemed to me, for sake of simplicity

in getting the vote, we could better get the substance if we

voted on each individually than if we wrapped them all together.
... The question was called for ...

PRESIDENT KENT:

The main question has been called

for.
MR. JAMES E. MONEY (Alabama):
something.

I would like to say

You did not ask for discussion after the amendments,

and the part that I had was not appropriate during the debate

on the amendments.

I have something which I think is appropri

ate now.

I believe that Mr. Lang did make an excellent presen
tation.

Sometimes when we people from the Deep South make a

discussion, we explain what we are not.

An illustration of that

is that I am not a George Wallace Democrat.

I have been an

independent and have voted Republican for the last four times,
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so that's one thing I am not.
One of the things which I was unalterably opposed to

when it started because of the conflict of what we are doing,
what we have been doing for years, and as to what we propose to

do now is this.

For years we have been trying to get, and I

have personally helped on this in many occasions, we have been
trying to get better students.

We have made much effort to

get better students.

Now, one thing, if this main motion is passed with
the high potential in there, then most of the objection to it
on my part will be resolved.

I realize that we will not get

any unanimous opinion and perhaps there might be more opinion

against me than with me on this, but there is certainly some
substantial authoritative support for the fact that the black
race is actually mentally inferior.

I have material before me at this point here.

Now, I

will admit that it is not one hundred per cent, perhaps not even

fifty per cent, but there is certainly some authoritative

support for it.
I believe we will weaken the profession by making an
effort to recruit these people whom I believe, and I can read it

to you, quite a little bit, who I believe are not at the level
of attainment which we would want.
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If you say that it is not inheritance, that it is

environment, it is still environment and the attainment level
is not there.

I believe that we are going in two directions,

trying to reach a black group, and also trying to reach the group

of high attainers which we have tried to reach in the last ten

years.
MR. WILLIAM WESTPHAL (North Carolina):

Mr. Chairman,

we have had considerable discussion on this point, and without
pushing to cover up anything that anybody has to add to it, I
believe this body is ready to move.

I move the previous question

... The motion was duly seconded ...

PRESIDENT KENT:

The question has been called for.

I would like to read because of the number of changes that we
have made, the final text.

MR. NATHAN HONIG (New Jersey):

Question on the motion.

This is on form of the motion rather than on content.
MR. WESTPHAL:

The motion has been made to suppress

debate, and there is a second to that motion.
MR. HONIG:
the form

I am not debating the motion.

This is on

of the motion, andI would like to raise a question on

that.

My first question is whether further action is to be
taken

by the Executive body of the American

Institute on this
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motion.

PRESIDENT KENT:

Once the resolution is passed, it is

passed, and that constitutes the Council's decision.

MR. HONIG:

Then I raise this question, that in the

resolution it states, "Be It Now Resolved, that the Council of
the American Institute of Certified Public Accountants urges,"
and then it goes ahead with the content of the resolution.

I don't think that this is definitive enough to be
come the action of the American Institute.

I would suggest, if

I may, that it read as follows:

PRESIDENT KENT:

of order.

I am going to have to rule you out

The question was called for.
MR. HONIG:

I am only stating that this resolution

only urges that we do things and it doesn't say we shall do
these things.

PRESIDENT KENT:
order.

I still have to rule you out of

We have a motion to suppress further debate.

MR. WESTPHAL:

I was just rising to a point of order.

As I understand the rules, a vote is now mandatory on my motion.
PRESIDENT KENT:

And it requires a two-thirds vote in

order to suppress debate.

All of those opposing debate say

"Aye."

(Noes)

(Ayes)

Contrary?

The debate has been closed

by that motion, and we are now ready for the vote on the amended
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resolution.

I will read the resolution as amended.
WHEREAS, the Council of the American Institute

of Certified Public Accountants recognizes that only

relatively few individuals from disadvantaged groups have
entered the accounting profession, that an inadequate

number of students of high potential from disadvantaged
groups are now being educated for accountancy, and that

both of these situations represent a challenge to our
profession —
BE IT NOW RESOLVED, that the Council of the
American Institute of Certified Public Accountants urges:
(1)

that a special campaign be undertaken to

encourage young men and women of high potential from
disadvantaged groups to attend college and major in
accounting;

(2)

that special efforts be made to provide

educational opportunities for young men and women from
disadvantaged groups so that they may enter the account
ing profession without educational disadvantage;
(3)

that such men and women be hired by indi

viduals and firms in order to integrate the accounting
E25

profession in fact as well as in ideal.

FURTHER RESOLVED, that the Institute's committee

134

for recruitment from disadvantaged groups continue to

advance these objectives until they are achieved.
FURTHER RESOLVED, that copies of this resolution

be sent to presidents, deans, and chairmen of business
and/or accounting departments throughout the academic

community, and that individual and firm practitioners
be advised in an appropriate manner.

We are ready for the question.

All those in favor of

this resolution as amended signify by saying “Aye."

To the contrary?

(Noes)

(Ayes)

The motion is carried.

Thank you very much, Ed.

It is now 4:08.

We agreed we would go until 4:30.

The subject that we can fit between now and 4:30, according to

our time estimate, is “The Urgency of Unity," which Kenneth L.

Thompson, Chairman of the Committee on State Legislation will
present to us.
MR. KENNETH L. THOMPSON (Chairman, Committee on State

Legislation):

guests:

President Ralph, members of the Council, and

I first want to say to John Lawler I think you know how

prophetic you were in view of the discussion that has gone on

in selecting the title for my remarks.
My mission this afternoon is not an easy one, because

at 4:09 in the afternoon I have the task on behalf of the
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Committee on State Legislation to try to sound an alarm to

alert you to what is going on in the field of accounting legis
lation, and I don’t know whether Ralph played down a prohibition
on the telling of jokes, but I do feel that our prospect in the

field of state legislation is very much like the old maid who
never planned ahead, and some of my friends in the audience

have heard this story before, and I ask your indulgence.
This concerns the old maid who lived in an old run

down shack with her old tom cat, who was visited one day by the
fairy queen and immediately was granted three wishes.

For her first wish she asked to be transformed into a

beautiful princess, and it was immediately granted.

For her

second wish she asked that her old house be changed into a
magnificent castle full of treasure, and that was granted.

And

for her third wish she asked that he old tom cat be turned into
a handsome prince, and with one wave of the wand, that, too,

was granted.
As she looked at this handsome prince, starry-eyed
in eager anticipation that he take her into his arms, he stepped

toward her and said, "Now, aren't you sorry you took me to the

vet’s?"
Now, I am very happy that so many of you find that

situation funny.

I can assure you that the two principals did
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not, and I don't think that we will be inclined to laugh when as

a result of our not looking ahead and doing some planning, we
find ourselves rendered literally impotent in the field of state

legislation.
You may recall that in the April issue of the Journal

of Accountancy the editor, Bill Doherty, pointed out that in its
preoccupation with many of the new problems that confront it,
the accounting profession may be in danger of losing sight of

some older ones, and among these is state accounting legislation.
Now, as you know, accounting laws embody many of the

profession's foundations — admission to the profession, includ
ing education and experience requirements, the protection of

professional titles, and practice rights are a fewof the major

matters that are determined by state accounting laws.
While the profession is rightly concerned with the

formulation of accounting principles, the development of better
public relations and the limitation of legal liability, we can't

afford to neglect accounting legislation.
I would like to give you, or rather review for your

benefit, some of the background with respect to state accounting

legislation.
It goes back to 1956 when Council adopted a policy
statement containing a number of points which I will not bother
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to read at this time, but simply indicate that among these was
the statement that ultimately all professional accounting work
should be performed by CPAs who have satisfied educational and

experience requirements and have demonstrated competence by

passage of examination.
Ultimately all other persons should be prohibited

from using the term Public Accountant or any other term which
may be taken to mean that the person so designating himself is

competent to practice accountancy at a professional level.
Then three years later, in 1959, one of the long-range
objectives which was adopted by Council was put into effect, and

this was a much shorter statement which had the effect of possibly

modifying the previous policy, because it said that pending the

time when public practitioners within the accounting function
are either CPAs or those with a clearly differentiating title,

there will be a group of non CPAs who are presently permitted

to practice as public accountants, and it went on to urge continu
ing relations with the transitional group with the view toward

raising their educational, technical, ethical, and experience

standards.
Shortly after that, the Council authorized the Commit

tee on Relations with Public Accountants to work with a counter

part group from the National Society of Public Accountants, and
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out of that two or three year effort emerged the so-called

joint legislative program which came before Council in the
spring of 1963.

Council did not adopt the proposal which contained
two principal elements, one being the reservation of the attest

function for CPAs, and secondly the continued licensing of a

technician group by a simpler examination to perform all but
the attest function.
Instead, in the spring of 1963, Council referred this
proposal to the State Societies for their comment, and in the
spring of 1964, the Executive Committee recommended adoption of

the proposal, the NSPA having in August, 1963, adopted the
proposal.

Council decided not to adopt this proposal, but

instead reaffirmed that the 1959 objective and expressed a con

tinued desire to work with public accountants.

So much for the

background.

There is considerable reason for pleasure in our
legislative progress in recent years.

Educational requirements

for the CPA certificate are gradually being raised.

Interstate

practice rights are almost universally accepted, and the CPA
title has been firmly established as the preeminent mark of

competence in public accountants.
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On the other hand, there is also considerable reason
for concern.

Attacks by unlicensed accountants on the integrity

of accounting laws has been met by increasing receptiveness by
state legislators, and I am sorry to say by increasing apathy
by the CPA profession.

While unlicensed accountants have become better organ

ized and their efforts more coordinated nationally, CPA societies
have shown a growing tendency to go their own way regardless of

its impact on other states.
For example, while CPA societies in Illinois, Iowa,

Missouri and Rhode Island are engaged in bitter legislative
E26

battles opposing the registration of another class of accountant,

CPAs in Indiana, Montana and South Carolina have sponsored
legislation to accomplish this goal.
It is this spectacle of disunity and its consequences

that I have come to report on today.

We can’t really afford any longer the luxury of this
kind of independent action.

If this kind of disunity and lack

of cooperation continues, the members of the Committee on State
Legislation believe it may no longer be possible to maintain a

national policy opposing the licensing of bookkeepers and other
accountants performing elementary accounting services.
Furthermore, it may no longer be possible to prevent
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the licensing of public accountants on a continuing basis who
are licensed to perform exactly the same services as CPAs.

There are three reasons for this belief.

First, there

seems to be little interest in the CPA profession for devoting
the time and money necessary to maintain the Institute's present

legislative position that there should only be one class of

licensed accountants.

There are other matters of professional

concern that receive and perhaps demand more attention.

CPAs

have advanced economically and professionally to the point, more

over, that they no longer feel threatened by accounting techni

cians.

We don't really compete with bookkeepers, whether they

are licensed or unlicensed.

Professional maturity and success have resulted,
therefore, and a good deal more apathy about the licensing ques

tion than ever existed before.
The second reason why it may be difficult to prevent

the licensing of accounting technicians is that state legislators
are in a mood to license almost any group that makes enough noise

or causes enough trouble.

If groups like automobile mechanics,

TV repairmen and barbers are licensed, it's not far-fetched or

illogical to license bookkeepers.

The plethora of state licens

ing laws may be an objectionable development, but it is diffi

cult for CPA societies to oppose this trend, particularly since
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in opposing the licensing of another group of accountants, we

may appear to be selfishly motivated.
The third reason that has contributed to our present

difficulties is the fact that twelve states now license on a
continuing basis a class of accountants other than CPAs.

Admit

tedly it's a small number of states, but still a sufficiently

large enough number to establish a precedent that will probably
undermine the position of CPA societies in other states.
The number of public accountants licensed in Montana

and Oklahoma may be only a trickle, but these laws may well pro
vide the wedge to open the floodgates in states like Illinois
and California.

Now, because of the lack of interest in opposing un
licensed accountants, because of the increasing receptiveness

of state legislators to the licensing proposals, and because

of the precedent already established in a growing number of
states, the present position of the Institute may not appear to

be a tenable policy for the future.

A number of states may be

able to hold out against the trend, but in the opinion of the
Committee on State Legislation many states will not be able to

ward off the licensing efforts of bookkeepers.
In response to these developments, there seemed to be

three courses of action now open to us:

First, we can simply
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continue on the way we have for the past thirteen years since

adopting our first policy statement in 1956.
Second, we can make an intensive review and possible

overhaul of our present policy, and third, in any event, we
should develop a positive action program for legislative action

that is coordinated both on a national and state level.

Doing

nothing at all other than what we have been doing is likely to

prove very disadvantageous.
The National Society of Public Accountants has been

concentrating its effort and money in a few key states, hoping
thereby to start an irreversible national trend.

Most of their

efforts have been concentrated in the old permissive states.

The strategy has much similarity to the ones used by governmental
agencies in securing action on governmental accounting experience.

In addition to picking off states, National SPA has

adopted a flexible strategy.

Any kind of law providing for con

tinuing legislation is now acceptable to NSPA.

As a matter of

fact, they have publicly abandoned the position they espoused
in the national memorandum, and instead of seeking only to

license technicians to whom the attest function would be pro
hibited, they now seek to license public accountants on a con
tinuing basis who will be licensed to perform all accounting
services.
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Unless we adopt some kind of unified and aggressive

policy to counter this strategy, our legislative position is
obviously going to be undermined.
The second course of action is to consider a review

and possible overhaul of our present legislative policy and
update it wherever necessary.

really appropriate today?

Is the 1956 policy statement

To what extent was it modified by

the adoption of the objective in 1959?

There are some who hold

to the view that licensing technicians is quite compatible with
our policy and our objectives as long as the professional prac

tice of accountancy is limited to CPAs.
Also, whatever direction our revised policy should
take, it must provide for a stronger degree of coordination

between the Institute and the State Societies and much greater
unity of purpose by State Societies.

Third, it seems inevitable that we must develop a
positive program for legislative action again that will be

coordinated between the national and the state level.

The

Committee on State Legislation is now preparing this program

and intends to present it to the Executive Committee for approval

hopefully in October.

What it will contain is a broad based

program involving not just state society legislative committees

and the American Institute Committee on State Legislation, but it
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will involve a commitment of funds by both parties whenever

necessary to fight a legislative battle on a localized basis.
My purpose in speaking to you today is to tell you

about our legislative problems and what we hope to do about them.

They are not critical although we think they soon will be unless

we take decisive and imaginative action.

The need for unity

between the states is also particularly urgent since without
it, even our best efforts cannot succeed.
Thank you very much.

PRESIDENT KENT:

Thank you, Ken.

Any queries or

comments?
MR. NEAL FULK (Illinois):

I wear a double cap, one

as a Council member and another as President of the Illinois
Society.

We are going through some problems, as you know.

In our opinion the Institute has done a very, very
poor job over the past ten years in trying to coordinate the

efforts of the various states to protect the states from the
attacks as you have had in Pennsylvania, and they are now having
in Missouri, and as we are having in Illinois.

Unless we get on the ball, we are in for real trouble,
and I can only say that Mr. Thompson is on the right track.

MR. DONALD SCHOEDEL (Washington):

a question.

I would like to ask

Are you implying in this discourse today that you
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are going to seek to give in or to modify our position as far
as unlicensed practitioners are concerned?

MR. THOMPSON:

I am not implying either course of

action because it would be inappropriate for the Committee to
usurp the prerogative of Council.

Council has gone on record

with a policy statement in 1956 modified by the objective in

1959 which requires that we oppose, presently oppose the licens
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ing of the second class of accountants at every turn of the road.

What I am proposing is that we take another look at
our policy and see whether or not it needs updating.

Whichever

way it turns out, I then think we have to become more aggressive

on the legislative front.
MR. SCHOEDEL:

I would have some serious reservations

because we are under attack by the NSPA and on a fairly moderate
scale, and if we have the right groups in our state societies
fighting these proposals, that we can overcome them and still

not modify our position or weaken our accountancy laws.

PRESIDENT KENT:

Any other queries or comments?

MR. ROBERT DICK (Indiana):

I am compelled to reply to

the assertions that maybe we have sold the Institute out with
our new legislation.

Frankly, we are very proud of the bill

that we were able to pass at the recent legislative session.

We do have now a third class of accountants.

We have CPAs, and
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by the grandfather clause we are now licensing public accountants
and we have accounting technicians.

Contrary to what you may have gathered from the lectern
today, these are not public bookkeepers.

In order to qualify

as an accounting technician in the State of Indiana, a man must

have four years of college at an accredited university, and he
must have passed two parts of the uniform CPA examination, one

of which is the practicing portion.

We anticipate that the

public accountants hopefully will die out and that anyone who

qualifies as an accounting technician by reason of having passed
two parts of the examination will automatically go ahead and

become a CPA.
We think by an oblique angle we have solved the prob

lem.

PRESIDENT KENT:

As Ken indicated, he expects to come

back with his Committee's recommendations possibly by October

of this year.

Thank you very much, Ken, for your presentation.

Council members have been so good at meeting this

afternoon that I hesitate to make this next suggestion, but
again having in mind the golfers that would like to do so, we
have only taken care of one of tomorrow's subjects.

Would it

meet with the pleasure of Council to start at 8:30 tomorrow
morning and to finish by 12:00?
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UNIDENTIFIED:
PRESIDENT KENT:
this afternoon?

Why not go on now?
Would you like to carry on idefinitely

I sense they are weary, Wally.

We will start

at 8:30 tomorrow morning in this same room.

John Schumann asked me to remind you that there are

brochures in the back of the room on the insurance program.
They are there for those who would like to have a copy.

May I suggest you bring with you the resolution on the

incorporation which were handed to you to the meeting tomorrow?
Cocktails begin at 6:30 in the afternoon.

... The proceedings then recessed at 4:30 o’clock

p.m. to reconvene at 8:30 o’clock a.m. on May 6, 1969 ...
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TUESDAY MORNING SESSION

May 6, 1969
... The Council Meeting of the American Institute
of Certified Public Accountants reconvened in the Main Ballroom
of the Broadmoor Hotel, Colorado Springs, Colorado at 8:30

o’clock a.m. on May 6, 1969, President Ralph E. Kent presiding ..
PRESIDENT KENT:

Good morning, gentlemen.

Marvin

Stone insisted that I give you the weather forecast first.
Partly cloudy, intermittent showers, chance of rain one hundred

per cent.

Tomorrow, partly cloudy, chance of rain twenty per

cent.

You will recall yesterday’s forecast for today was

chance of rain thirty per cent.

You have a great state, Marvin.

The golf committee chairman, Roger Wellington, is
going to get his facts straight and report to us just before

or after the coffee break.

Obviously it doesn’t look promising.

There is a serious question if golf carts would be permitted if

it stopped raining now and the sun should come out, and we will
have a recommendation either just before or just after coffee

break.
We get now into our more technical details, and our

first hour and a half or two hours will be devoted to technical
accounting and the auditing phase, and our first speaker will be

149

Leonard Savoie, Executive Vice President of the Institute, who

will speak to us on "The Road To Progress In Accounting."

... Mr. Savoie then presented a prepared paper ...

PRESIDENT KENT:

Thank you, Leonard.

How fortunate

it is that we passed that resolution for you yesterday so you
can get your people of high potential.

We come now to the current work of the Accounting

Principles Board and a related subject, the revision of the
APB Charter.

The presentation will be made by Le Roy Layton,

Chairman of the Accounting Principles Board.
MR. LE ROY LAYTON.(Chairman of the Accounting Principles
Board):

You have just heard the Executive Vice President speak

on "The Road To Progress In Accounting."

Believe me, the

members of the APB are well aware of just how rocky that road
is.

We are well aware of the current ferment over the useful

ness of financial statements and accounting principles behind
those statements.

We are well aware of the sometimes uncomfort

able spotlight of the public press and of the ever-present

contingency of litigation.

Yes, we are well aware of all of

these pressures.

To most of you, the progress of the Board must seem
painfully slow.

but slow.

To Board members it is painful, but anything

Time is our greatest problem, the limiting factor in
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our efforts.

We have met eight times since this Council met one

year ago at

Boca Raton.

Our meetings have been stepped up

to three full days each with some running four days.

As an

example, in Denver we started several days at 8:00 in the morn
ing and finished at 7:00 at night, and then a few subcommittees

that were on the hot spot continued on with dinner meetings

into the night, in some cases to midnight.
While eight meetings per year is not enough, time must

be allowed between these meetings for much necessary homework,
and it is not practical to reduce the intervals between meetings.

The homework that must be done within these intervals consumes

more time than the meetings themselves and consists of reading,
answering or writing, one, questionnaires or point outlines

which develop foundations for opinions; two, opinion drafts

themselves; three, the many responses we get from exposure
drafts of opinion.

In one instance there were over one thousand

letters from the public; fourth, the research studies and the
public responses to them; fifth, statements of personal view
points; sixth, general correspondence; and seventh, current

articles on matters under Board consideration are passed around
for our perusal.
When the work on subcommittees is added to all of this,
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you have some idea of the considerable burden now being borne
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At least once each year we examine our

by Board members.

methods of operation and we have come to the determination or

come to the conclusion that greater output will not come from
greater time, but will have to come from more effective use of
our time.

Many Board members are involving others in their
firms as advisors and assistants, and we are able to get others
to share this burden.

We have begun appointing non-Board

members to our subcommittees as many members are spread entirely

too thin in this very important area.
There has been much needed increase for Institute
staff that serve the Board in the areas of research, administra
tion and implementation or interpretation of opinions.

There

has been increase this year, as Len told you, and there will be

more in the future.

I am personally very happy about this.

The constant attention of the Institute’s Executive
Vice President on an almost daily basis to the Board's problems,

its progress and its relations with the press has been invalu

able.

We have this year been able to involve others to a much

greater extent.

We have tried over the years to do this, but

finally I think we have succeeded with groundwork laid in prior

years.

The FEI has a committee similar to ours, and they have
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also set up parallel subcommittees that go along with each one
of our projects that they are interested in.

The Financial

Analysts Federation, Robert Morris Association, are doing the
same thing.

Many other groups, our own Board, are having from

time to time conferences or symposiums which bring all these
groups together on very timely issues, and it’s quite comfortable

to sit in the middle and have the two extremes, say, the Financial
Analysts on the one side, and the FEI on the other, realizing
the situation of all groups instead of listening to them indi

vidually, so we have considered the outlines, questionnaires,
and the early draft of the opinions, so I do beli
eve that we

are in touch with the feelings of industry, the feelings of

those representing the users, the stock exchange, the SEC, and

many other groups which are a part of this effort.
Considerable time in the past year has been devoted

to what might be called unfinished business.
been issued and a third approved.

Two opinions have

Len covered them briefly.

Last Friday we finally put to bed an opinion that has been one
of the toughest we have ever tackled, earnings per share.

It

went to press yesterday, at least, the bulk of it went to press
and should be in your hands in about ten days or two weeks.

I can make no attempt now to explain the features of
this opinion other than to point out it requires reflection of
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primary earnings per share and fully diluted earnings per share

on the face of the income statement, thus making both ofthem

subject to the auditor's opinion.
For the great majority of your clients with fairly
simple capital structures the opinion should pose no problem,

and should be helpful. However, for those with clients with
extremely complex capital structures, the opinion will prove
equally complex.

If some of these provisions that are in the

opinion seem arbitrary, it is because they are just that.
After an exhaustive two-year effort by one of the

finest subcommittees that we have ever had, after thorough dis

cussions with interested groups, the analysts, the investment
bankers, the FEI, the SEC, the Stock Exchange, and many others,
and after two exposures we are fully convinced that the opinion

had to include some arbitrary rule making.

We hope there will

not be many more like this opinion.
The sacrifice in personal time and Board agenda time

for this opinion has been horrendous.

While still on the subject

of unfinished business, Opinion 11 on Accounting for Income Taxes

left a number of special areas open for special study.

These

include the applicability of income tax allocation in the

following situations:

Undistributed earnings of subsidiaries

in consolidated financial statements; intangible development
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costs in the oil and gas industry; general reserve for stock

savings and loan associations; policyholder surplus of stock
life insurance companies; and deposits in statutory reserves in
U. S. Steamship companies.
Each of the above industries or situations is under

general study by other committees of the AICPA or under research
or in the hands of a separate subcommittee.
We have appointed a subcommittee of the Board to

reconcile or review and coordinate this section or this portion
of each study so that when we get the answer, they won’t be
different or based upon different principles.

The issuance of Opinion 9 on Reporting Results of

Operations has focused attention onthe question of how to account
for post, present or future effects of changes in accounting

methods.

In other words, under what circumstances should they

be reflected, for example, retroactively, currently as an

extraordinary item, currently in regular operations, prospectively,

or possibly by disclosure only.
This situation is aggravated by the number of alterna

tive accounting practices now in use and by the belief that
the switching of accounting methods in some situations has been

motivated by the desire to increase earnings or improve the
earnings trend.

Conceptually if the change is to a more
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appropriate method,

retroactive treatment which puts all years

earnings on a comparable basis would seem preferable.

On the

other hand, there is a belief that this treatment might invite
a greater number of changes, thus (1) causing loss of investor

confidence in the ever-shifting financial statements; (2) causing
the ire of some investors who made decisions based on prior

years reported earnings, or (3) making it easier, not harder,

to manage reported earnings.
Of course, we all hope that the day will come when
under a given set of circumstances, we can expect companies to

follow similar accounting methods.

Meanwhile, we hope that this

opinion expected late in 1969 will solve many of the immediate

problems.

Our hottest subject and one that is being given top

priority is business combinations which includes a reexamination
of the pooling of interests concept and a review of the problems

inherent in the concept, and a hard look at accounting for good
will.

All of you are aware of the different answers that
can

obtained from structuring and acquisition as a pooling

instead of a purchase or vice versa.

The pooling concept seemed

to be the answer to many problems a number of years ago such as
the elimination of unwanted good will, an account in ill repute
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in the minds of most readers of financial statements, the
reflection of continuity and the comparability of operations,
the elimination of the need to re-evaluate assets required.
There is no question about it, the concept is under

attack.

Criteria for determining a pooling have eased consider

ably over the past decade, and some have taken advantage of
the concept.

Two research studies, one on business combinations
finished several years ago, and the second on accounting for

good will which has just been finished, both have found little
basis for the pooling of interest concept.

The latter also

recommends that good will be reflected immediately as a reduc

tion in stockholders' equity.
Our present subcommittee of six represents just about

as many different views, six.
E29

As such, they reflect the

differing viewpoints of the Board itself and probably the pub
lic.

Some believe that poolings must go — others believe that

there is conceptual logic in both poolings and purchases, and
that guidelines should be re-established to curb the abuses.

Some agree with the research study’s conclusion on
good will — others say no, good will must be reflected on the

balance sheet.

This group though is divided, with some going

for steady amortization of the good will to the income statement
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over a period of years, while others want income charged only

when there are indications that the good will has lost some or
all of its value.
I would not hazard a guess at this time on the final

outcome, but I am confident we will have two-thirds majority
for some sensible solution.

The chairman of this subcommittee is using two others

from his firm on an almost full-time basis in the interests of
this committee.

The subcommittee itself has scheduled an

extremely heavy schedule for the rest of the year, and an

extra two-day meeting of the Board has been called just to cover
this subject in August.
Our target dates — exposure in early fall, a final

opinion in December this year.

Another hot subject is conglomerates, although here
the heat is on more than just accounting methods.

There is

general belief shared by the SEC, the Stock Exchanges, Congress
and many others that the growth of conglomerates has gotten

almost out of hand, that slick accounting, imaginative capital

structures, aggressive public relations, and stockholder greedi

ness have pumped values into stock issues well beyond their
worth, that the threat of takeover by conglomerates is affecting
the thinking and actions of many managements whose positions
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normally would be or should be impregnable, that too great a

concentration of financial control should result.

I don*t intend to speculate on whether managers of

conglomerates are ingenious financiers or exceptional opportunists.
They are going to be under close scrutiny for some time to come
and I believe that those doing the investigating will attempt

to apply some brakes through the use of accounting rules.

The Board issued a statement in 1967 in which it

urged diversified companies to review their own circumstances

carefully and objectively with a view towards disclosing volun
tarily supplemental financial information as to industry
segments of their business.

The SEC, as most of you know, issued a proposed rule
softening slightly a previous rule that would require supple

mental reporting in registration statements of certain informa
tion by product or service lines.
The Board is considering first the question of whether
disclosure of financial data by separable industry segments of

diversified companies is necessary for fair presentation of
financial position and the results of operation, in accordance
with generally accepted accounting principles.

It seems hard to

predict that we could find otherwise under the circumstances,
but this must be threshed out and, second, they are struggling
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with what is an industry segment or line of business.

Our

present schedule which is uncertain to some extent calls for
exposure in the latter part of this year and the issuance of

an opinion early in 1970.
The Board has been criticized over the years for

putting out fires or taking care of the emergencies and not
concentrating on the basic fundamentals of accounting and the
basic purposes of financial statements.

twofold:

My only explanation is

there were a great many fires that had to be dealt

with, and second, that a great amount of time has been spent

on the basics.
The first research study produced under the Board's

program covered the basic postulates, the third was on broad
principles, and the seventh was on an inventory of existing

principles.
A very fine subcommittee of the Board using these

studies and comments that were generated by them has spent more
than three years preparing a very lengthy draft of an opinion
entitled "Basic Concepts and Accounting Principles Underlying

Financial Statements of Business Enterprises."

This has been reviewed by the full Board and has been
studied by a special committee of the American Accounting Associ

ation.

Comments received from them are being studied by our
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subcommittee, and the second draft is being produced.

This will

be submitted to other groups who cooperate in the Board’s efforts

This is only the first step toward a sounder conceptual
foundation for accounting principles.

Hopefully it will lay the

groundwork for moving into areas previously considered too con

troversial for handling.
Two research studies are being started or have been

started recently on inventory pricing and depreciation methods.
These had not been started earlier as it was felt the basic

concepts should be established first.

The research work, the

writing of the study, the review by project advisory committees,
and their approval for publication will take from eighteen to

thirty months from the time they started.

It is hoped that the

conclusions of each study will answer to the greatest degree

possible the frequent objections to the free choice among alterna
tive practices.

Subcommittees for drafting opinions in these two
areas will not be appointed until the studies are close to final

draft form.

Thus, it will be a considerable time before more

comparable reporting can be achieved in these two very major

areas.
One of the basic assumptions underlying our accounting
today is the stability of the dollar for its use as a measuring
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unit.

With creeping inflation having reached a jog, shrinkage

in the dollar's purchasing power raises a question as to the

fairness of financial statements prepared in the conventional

manner.

Statements restated for general price level changes are

under consideration.

An opinion draft was completed over one

year ago and has since been used as a research tool.

It has

been tested by eighteen clients of board members, and the results

of these tests have been evaluated.
A decision has been made to issue this as a statement,

not an opinion.

The purpose of the statement is to establish

recognized procedures for, first, measuring and eliminating
the distorting effect of inflation on conventionally prepared

financial statements, and second, to reflect the effects of

changes in purchasing power that otherwise would not be dis
closed in conventional statements.
As now drawn, the statement recommends that price

level statements as the prime financial statement in countries
that have had extreme inflation, and suggesting that in
countries where there has been extreme inflation, that the price

level statement should be the prime statement.

It recommends

the presentation of price level statements or price level in

formation in the United States, but only as supplementary to

the conventional statements, and provides general rules and
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guidelines for restatement.

This statement will be approved

at the June meeting and will be issued in July.

A portion of a broader research study on intercorporate
investments has been finished and is being used by a subcommit
tee to consider a requirement that investments in unconsolidated

subsidiaries be reflected on the equity method in parent company

statements when they are the primary statements being issued,
and to consider also the manner in which fifty per cent and less

than fifty per cent holdings in affiliates and incorporated
joint ventures be reflected in financial statements, again on
E30

the equity method.

Criteria being considered preliminarily includes

effective control, joint control, and minimum percentage of
The target dates for this opinion at present are

ownership.

exposure in September of this year and issuance in December.
Another subcommittee has been given the job of recon

ciling the criteria for capitalizing leases, as now required
by Opinion 5 and Opinion 7.

This subcommittee has taken on

additional informal research, and it is considering breaking some
new ground.

An opinion was originally scheduled for early fall,

1969, but this date has been pushed back a month or so.

A final draft of a research study on accounting in

extra-active industries is being completed and is being used by
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a subcommittee which is tackling many of that industry's
unusual problems.

This subcommittee has met with and taken a

field trip with executive members of the American Petroleum

Institute in Houston.

The committee is just beginning its work,

and meaningful target date has not been set, possibly the latter

part of 1970.
The implication of the rate-making process in account
ing for public utilities is a constant problem in most opinions,
and a matter of some controversy.

Generally, if a regulatory

commission determines how a matter must be accounted for and
establishes rates accordingly, then that accounting treatment is

considered proper on the grounds that costs have been properly

matched with revenues.

That treatment, however, might otherwise

he contrary to generally accepted accounting principles.

A subcommittee is beginning to develop an opinion on
this subject, and is compiling a list of all differences between
public utility accounting methods and generally accepted account

ing methods.

There are so many different regulatory commissions,

state and federal, that this will not be an easy task.

Eventually

it is hoped that improved generally accepted accounting principles

will prove so clearly sound that they will be fully acceptable

for rate-making purposes.
This may be wishful thinking, but it is certainly a
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worthy goal.

Again a meaningful target date has not yet been

set.
There are other industries where regulatory agencies

have created accounting and reporting techniques that vary from
generally accepted accounting principles.

For example, savings

and loan associations, insurance companies, railroads and the

like.

Attempts to solve problems in these areas are being made

by the issuance of audit guides.
These are prepared by other committees of the Insti

tute, not by the Board.

Subcommittees of the Board or its

chairmen reviewed the accounting principles presented in order

to determine that they are not contrary to any current or

contemplated pronouncement of the Board or its predecessor.
Our attempts to work with industries and their regula

tory agencies have proved only partially successful to date.

Much more must be done on our part to gain the needed coopera
tion.

There has been criticism recently of the fairness
of some quarterly reports issued to shareholders.

One of our

subcommittees is working on the problem of establishing sound
ground rules for making interim financial statements more mean
ingful.
A project called components started several years ago
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by the Committee on Auditing Procedures was passed on to the
APB and then was deferred since some of its problems were simi
lar to those of conglomerates.

This has been put back on the

agenda with target dates for exposure in fall and issuance at
the end of '69 or early 1970.

This effort involved the determination of generally
accepted accounting principles for a component or piece of a
whole enterprise.

The main problem is, one, should we express

an opinion on facts as they exist, no matter how arbitrarily
they may have been contrived with, full disclosure, or second,

should we try to reconstruct the facts as they might have been
under arm’s length bargaining?

Neither answer is very palatable.

Another subcommittee is working on the statement, not

an opinion, urging that companies prepare statements of their

accounting principles and include these statements with their
annual reports.

It is hoped that this will be issued in late

fall of this year.
A research study on materiality has been started late

last year.

This should be of some interest to all of us, and I

for one wish it were a little further along than it is.
Other research studies in varying degrees of comple
tion are being conducted on accounting for research and develop

ment costs, foreign operations, stockholder equities, and assets

166

and liability valuation in income determination.

Now that I have reviewed the current activities of
the Accounting Principles Board, I have a "commercial.”

Each of

you become involved personally in the evolution of reporting

Give us your constructive suggestions for our opera

standards.

tional improvement in the manner in which we are getting output
to you.

Give us your constructive comments on exposure drafts,

make them as objective as you can, don’t just parrot unhappiness

of a valued client.

Be completely familiar with the issued

opinions and give them your real support, know them.

Again,

when a valued client expresses unhappiness over a section of

it, don't hide behind the APB in your explanation — stick up

for it and go to bat for yourselves and us.

You have just as

great a stake in the APB's effectiveness as do we on the Board.
We don't need blasts, public or private, calling for
haste or damning us for making changes that hurt.

We are well

aware of the need, on the one hand, for improved procedures,

as against the practical problems involved or created by a
change, on the other.
A recent article in the Wall Street Journal cast

doubt on the reasons for action taken or not taken by the Board

by quoting some of our critics to the effect that we had bowed
to pressure.

We could not bite the hand that fed us, and last,
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the outlook for revolutionary order in the accounting profes

sion is dim.
We will be vulnerable to this type of criticism and

there will be those, regardless of our progress, who honestly
believe we are or should be doing more.

I would point out to those who might doubt our backbone

that we have clients on all sides of every controversial matter.
We knew this when we joined the Board and we can all stand the

heat.

Our opinions, no matter how carefully prepared, must

prove effective, and must be able to stand the test of time.
If they do not, changes in them must be and will be made.

While it may seem slow in coming, real progress in
reporting standards is being made and will continue to be made,
particularly with the assistance of all, and when I say all, I

mean you, our profession, management, FEZ, NEA, government, the

SEC, other regulatory bodies, those representing the users of
financial statements, the investment analysts, the stock ex
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changes, the investment banker, educators, and all.
I predict real improvement over the next ten years,

but I also predict that we will never reach a point at which
all our problems are solved.

Now, that is the end of my report.

Do you want me

to go into the other or take questions, if there are any?
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PRESIDENT KENT:

I think it might be prudent, Lee,

if we gave time for questions from the floor with respect to

your comments before we go to the revisions of the charter.
I think we all feel a little bit tired just to listen

to that long agenda that the Board does have.

There is no ques

tion as to the dedication to their assignment and the tremendous
amount of time they give to their task.

I have said in some of

my public talks, never have I seen a more dedicated group of
volunteer workers than we have working on the Board’s activities.
I guess there are no questions or comments, Lee, so

you might go into your charter resolutions.

MR. LAYTON:

Each of you has been given a background

memorandum on the proposed revision of the APB’s charter.

This

material pretty well explains what it’s all about, but let me

comment briefly on the recommended change.
As all of you know, the Board was formed about ten

years ago with Council’s approval of the charter rule.

These

rules do include many procedural matters, some of which are no
longer being followed.

Further, some of the Board’s current

procedures are not covered in the old charter rules.
Not to attempt to include all of the needed changes,

I will give you a few examples.
The rules call for a fiscal committee.

This just
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hasn't functioned for over three or four years.

We do have a

planning committee though that has proved extremely useful, but
it is not provided for in the old charter.
The position of Administrative Director was created

about five years ago after the old charter was adopted, and

therefore, has never been covered in the charter itself.
The Institute's Executive Vice President and his rela

tionship to the Board's activities is not covered in the old
charter naturally, and has never really been fully spelled out

within any document of at least the Board.
Council action in 1964 requiring disclosure of departure
from APB opinions has not been incorporated or woven into the

old charter.
The Board in some respects has become quasi public

and must now communicate with the public on a much earlier basis

in its deliberation.

This has changed our attitude toward what

is and is not confidential, and we believe that we are much

more in a goldfish bowl than we anticipated ten years ago, and
therefore, believe that more of our innermost workings are not

confidential.
The approval by the full board of statements on

financial accounting and reporting issued by any other Institute
committee,such as Audit Guides, has had to be changed.

I think
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very early in the Board's deliberations, when you try to clear
an audit guide by a full consideration and two-thirds vote in

the Board, you never got an audit guide, so that has been changed
to a point where the chairman or a committee, if he wants to

appoint one, reviews it for principles that might be contrary,
although the Board does not take the responsibility for the audit
guide itself.
The present practice of limiting a member to two con

secutive terms, while it is present practice, has never been

put into the old charter.
Our present voting procedures involving qualified
assents has never been spelled out in the old charter.
These are just a few.

Both the Institute's Executive

Committee and the APB believe the charter itself should be a
much shorter document which would in effect establish the APB
authority and its responsibilities, provide rules for its member

ship and its voting procedures, and then outline in the broadest

terms the manner of its operation.

Any future changes in these basics then can be made by
Council and could be made on a timely basis.

Under this arrange

ment the Board's operating policies would be a separate document

as shown in what you have, which could be changed and kept

current by majority vote of the APB subject to the approval of
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the Institute’s, I guess what you will now be called, the Board
of Directors, the old Executive Committee.
The draft of operating policies submitted to you is
not final as it has not received final approval of the APB or

the Executive Committee.

It is important that our written

operating policies be kept current, and that they reflect our
actual procedures.

The Institute’s legal counsel, in viewing the Board’s

vulnerability to litigation, has indicated there really should

be no concern as long as the Board operates in accordance with
the established procedures and deliberates and acts in good
faith.
This may be an oversimplification of our legal expo

sure, but it does point to need for sound current written
operating policies.

The recommended changes in the charter and

the current draft of operating policies represent the work and
the thoughts of many.

For instance, review was begun three

years ago by the Board’s Administrative Director.

done on them by the Board’s former chairman.

Much work was

A three-man ad hoc

committee appointed by the Institute’s Executive Committee re

viewed the entire operation of the Board last year, made a number

of recommendations and prepared initial drafts both of the charter
and of the operating policies.
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A subcommittee of the APB has done considerable work

on these drafts, including interviewing the key staff men affected
by the new procedures.

The Board itself has spent time on three

different sections, and the Institute's legal counsel has re

viewed the charter and the operating policies and his suggestions

have been incorporated into the document that you have.
Both the APB and the Executive Committee recommend

that Council approve the charter as presented.

PRESIDENT KENT:

We in effect have a motion presented

by Lee Layton for the adoption of the revised APB charter.

Specifically, as he says, the motion relates to the four pages
within the folder, just the four pages relating to the APB

charter.
May we have a second to that motion?

... The motion was duly seconded ...
PRESIDENT KENT:

It's been moved and seconded that

this revised APB charter be approved.

The floor is open for

discussion.

MR. JAMES OULD, JR. (North Carolina):
I don't understand this problem probably.

I am aware that

The one thing in the

charter that I wonder a little about in reading it over is on

Page 2, and this is perhaps due to my audit background, but at

any rate, in the Operating Policies, it is mentioned — this is
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on Page 3 — subject to limitations of approved budgets.

I

don’t see where the Board is to operate under approved budgets.

I would like to know if that is correct.
MR. LAYTON:
MR. OULD:

We operate under budgets.

Does this document so provide?

PRESIDENT KENT:

I think it does if you look on Page

2 where it says, "The Accounting principles Board is responsible
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to the Council through the Board of Directors."
Budgetary processes of the Institute encompass all of
the Board's activities, and does include the budget relating to

the work of the APB.
MR. OULD:

If we were to make it unequivocal, we could

add to Item 5, we could use the same words as applying to the

staff which would read, "The Board, subject to the limitation
of approved budgets is authorized to have accounting research

studies prepared and published by the Institute."
Now, many people are not interested in this, but I

would like this motion, that we add the words "subject to the
limitation of approved budgets," right after the word "Board"

in Item 5.
MR. NORMAN L. McLAREN (California):

Speaking yester

day after a lengthy discussion on a controversy, I pointed out

the pitfalls of this sort of thing, trying to edit word by word
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a proposal that has been exposed to an adequate number of

representative groups, including Council, but it would seem to

me that rather than to attempt to edit or change individual
sentences that a far more sensible procedure would be to accept
the proposed revision in toto, try it out, and if the flaws
later develop, they can easily be corrected.

I am, therefore, opposed to the attempts of any amend
ments to this document at the present time.
PRESIDENT KENT:

I am sorry, before he spoke on this,

I should have asked for a second to the motion to the amendment.
Is there a second to the motion to the amendment proposed by

Jim Ould?

(No response)

There being no second, the motion

fails.
Is there other discussion?

MR. ARTHUR DIXON (New York) :

I have a technical ques

tion, and I am sure it can be answered.

I am confused about the second paragraph on Page 3:

"Terms of membership shall be three years with the terms of onethird of the members expiring at theend of each year; but the

Board in its operating policies may provide that, where a member's

term would so expire subsequent to the approval of a pronounce
ment for final balloting, said member shall continue in office
until said balloting is completed, whereupon his successor shall
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take office."

I am wondering if the word "subsequent" is correct.
It would appear the purpose of that is to continue a member’s
term if it expires prior to the approval of a pronouncement of

final ballot.
MR. LAYTON:

ment.

I would say that is a fine timing appoint

For instance, we might approve for ballot an opinion very

late in the year.

Now, when you approve it for ballot, it then

must be typed in final form, mailed to all Board members, give
the Board members two weeks to respond by written ballot with

slight wording changes.

It can get quite intricate if during

that period someone makes more than a wording change suggestion.

He may say, "I think something of substance should be changed,"
and at that point we must go back to the Board and suggest there

be further changes or tell that member that we will not make

this change.

He may qualify his assent in effect by dissenting

the one point he made.

This period of time after approval of draft before
its final balloting could go over the year end, and would be
quite bad if at that point we had lost a member who had been

with this thing for a year and knew what we wanted to do and
ask his replacement to vote on something he knew nothing of, and

our legal counsel has added this and said we would be within our
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rights to have in the middle of January an old member who went
off the Board, normally at the end of the year, vote on the

matter, and that is the explanation.
PRESIDENT KENT:

Is there any other discussion?

... The motion was called for ...
PRESIDENT KENT:

The question has been called for.

The motion before us is for the adoption of the revised APB

charter, again referring to only the four pages in the middle
relating to the charter.
All those in favor of adoption, signify by saying "Aye."

(Ayes)

To the contrary?

(No response)

The motion to approve the revised charter has been

Thank you very much, LeRoy, for an interesting presen

approved.

tation.
We come now to a related matter under the heading of

Improvement of Reporting Standards.

I won't go into the history

because the history is spelled out in the pamphlet you received,
and also Tom Flynn, who will present this to the Council will

also have introductory comments, and since we are dealing with
the amendment to the Code of Professional Ethics, Thomas D.

Flynn, Chairman of that Committee, will make the presentation.
MR. THOMAS D. FLYNN (Chairman, Committee on Profession

al Ethics):

Good morning, Ladies and Gentlemen:

This is a subject
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which has been before Council for a number of years.

In fact,

back some five years ago in the spring Council Meeting of 1964,

that Council adopted a resolution which provided or which stated
that departures from opinion of APB should be disclosed in
reports of members.
That resolution also appointed a special committee to
consider means of implementing the resolutions.

The special

committee was a very distinguished committee headed by Jack
Seidman, who was directly in front of me, and they submitted a
report which had eight recommendations.

Seven of these recom

mendations have already been acted upon and implemented, and
the proposed amendment that is before you this morning to the
Professional Code of Ethics is in substance then an eighth

recommendation.

Now, one of the recommendations that was approved,

was approved by Council in the fall of 1964, and the substance
of that Council resolution was contained in a special bulletin
which I had the pleasure of sending out to the membership back

in October of '64 in which it dealt with the disclosure of depart
ures from opinions of the Accounting Principles Board.
Now, the substance of that resolution was that where
a member, in reports that they were expressing an opinion on,

used an accounting principle which had substantial authoritative
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support other than that of the APB, they would have to disclose

this departure either in their report or see to it that it was

disclosed in the footnotes to those financial statements, and
that in addition, that the difference between the two methods,

the magnitude of the difference if it were feasible would have
to be expressed either in the footnote or in the report, and

that if it was not possible to determine this difference, then
a specific statement would have to be made to the point that it

was not practicable to do so.

Now, what we have before us this morning is the
essence of that resolution, and it is contained in this which
End 33

you have before you.
Before I read it, I would like to comment briefly.
All of you have seen the background material, but in coming to
the conclusion that this amendment should be recommended for

passage by Council, the Executive Committee took account of

four factors:
One, the disclosure requirement will have been in
existence by the spring of 1970, that is, for a period of over

four years.

As a matter of fact, I should stop here and say

that Jack Seidman's committee recommended that this amendment be
submitted to the 1968 Supreme Council Meeting.

The reason why

the Executive Committee last year decided not to do that was, of
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course, the very extensive modification changes in our bylaws.
They thought they had enough material for Council to chew on
last year, so come this year, they are now carrying through with

the recommendation of the special committee, and as the Execu

tive Committee points out, this certainly is a reasonable period
for education and adjustment.

Two, the incorporation of the disclosure requirement
will add further status to the opinions of the Board by making
a failure to disclose departures cause for disciplinary action.

Three, the absence of any current evidence of noncompliance with the requirement suggests that making it a

matter of ethics now can hardly be regarded as a drastic
measure.

And lastly, the fact that there has not been any
apparent defiance of the requirement should be an indication

that no further backing to the Council resolution is needed.

With that background, I would like to move the adop
tion of the amendment on behalf of the Executive Committee and
with the concurrence of the Ethics Committee.

amendment.

Let me read the

I should say that this deals only with Section

2.02(e), and the proposed amendment which is in three parts
replaces paragraph (e) in Rule 202.

The proposed amendment is in three parts.

Items 1 and
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2 attempt to reproduce in substance exactly what is in present

(e).

It has some additional words which we think make it clearer

and also bring in (e) reference to ***** 33 with respect to

expressing opinions.
Item 3 incorporates the substance of that 1964
Council resolution which I have just referred to.

Now,with that

as a background, I would like to read the proposed amendment

which would be Item (e) Rule 2.02:
"In expressing an opinion on representations
in financial statements which he has examined, a member

or associate may be held guilty of an act discreditable

to the profession if:

"(e)

he fails to disclose in his report, when

material in effect:
(1)

the omission of any generally accepted

auditing procedure applicable in the
circumstances; or

(2)

the use of any accounting principle

which departs from generally accepted
accounting principles because it
lacks substantial authoritative

support, in which case he must also
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either qualify his opinion or give an

adverse opinion as appropriate? or
(3)

unless otherwise disclosed in the
financial statements, the use of any

generally accepted accounting principle
which differs from an Opinion of the

Accounting Principles Board but which
has other substantial authoritative

support.
"Disclosure must be made in his report or in

the financial statements of the approximate

effect of departures under (2) and (3), or

a statement made as to the impracticability
of determining such effect."
I move the adoption of the amendment.

... The motion was duly seconded ...

PRESIDENT KENT:

It’s been moved and seconded that we

approve the modification of Section (e) of Rule 2.02 of our
Rules of Professional Ethics.

The floor is open for discussion.

MR. RICHARD REA (Ohio):
some points I don’t understand.

I would like to clear up

On Page 3 of this green booklet

which is entitled "Background Memorandum" it says, "The effective
ness of the Practice Review Committee is also enhanced when
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refusal of a CPA to respond to education can be dealt with by

discipline.”
Then on Page 8, at the bottom, it says, "The Practice

Review Committee has found its charge to study and report on
the extent of compliance with the Council’s resolution on dis

closure to be an almost impossible assignment."

Then, having the booklet which is entitled "Revision
of the Institute’s Bylaws," on Page 7, Proposed Council Resolu
tions, it says, "The committee's function is to be educational,

not punitive in nature.

It shall not refer any case to the

committee on Professional Ethics, nor shall any member of that
committee be a member of the Practice Review Committee.

The

latter committee shall deal with whatever reports are submitted

to it on a confidential basis and shall not communicate its
views on its report to any other persons other than the account

ant or accounting firm who signed such."

If we observe this part of the bylaws, how can this

resolution strengthen the Practice Review Committee’s work
without violating this bylaw.
PRESIDENT KENT:

The Chair would point out, Dick,

that your quotation from Page 3 of the pamphlet is a quotation
from the Special Committee's Report of four years ago.

We are

not today proposing any modification in the work of the Practice
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Review Committee.

The background material relating to Rule 2.02

(e) back on Page 8 makes no effort in disciplinary processes

there in connection with the work of that committee.
MR. BEVIS (New York):

Mr. President, I rise to express

a hope that the Council will not adopt this proposed amendment
to the bylaws.

I think that before Council would adopt such

an amendment it needs a great deal more information than it now

has.
The backup memorandum in my view deals for the most

part in theory, whereas we have here an intensely practical situ
ation.

We are not dealing with whether or not generally accepted

accounting principles are followed in financial statements, but

only with the situation in which an APB opinion approves only
one of these principles.

I myself have some difficulty visualizing the type of
problem that will arise in the future.

I also am not impressed

by the need for this since there has been no showing to date of
violations of charters which have not been reported.
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Therefore,

it seems to me that we should not adopt rules aimed at bogy men.
PRESIDENT KENT:

Is there additional discussion?

MR. JACK SEIDMAN (New York):

Mr. President, this

Council several years ago adopted a rule that says that departures

in financial statements from pronouncements of the APB shall be

184

disclosed.

The rule doesn't say it would be nice to disclose it.

It says it shall be disclosed.

I think it is meaningless and

in effect an abrogation of the rule if we are not ready to
regard the failure of what we have so solemnly declared as our

desire not to be a discreditable act of this profession.
The only reason insofar as I was concerned that at

that time when we adopted the rule it was not co-joined with
a corresponding proposal to modify our Code of Ethics was that
we all felt that it is desirable that there be some period of

time to permit the transitional, the educational process to

take effect in the implementation of the rule that we adopted.
To fail to back that up with a rule of ethics after that period

of time has been afforded I think puts us in the strange or
crude position where in a sense the failure to disclose may be

legally wrong, but ethically perfectly all right.

Herman Bevis referred to the fact that there is no
need to adopt the rule because there is no evidence of any sub

stantial or perhaps any amount of failures.

Why, I think that's

like saying that because we have many provisions in our Code of

Ethics where over all the years of the Institute we have never
had a case before the Trial Board or perhaps before the Ethics
Committee, a violation of that particular segment, that therefore

we ought to eliminate the rule or should have never had the rule
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in the first place.
It does seem to me that what is implicitly involved
is the preventive effect of having some of these rules that we
think are important to either deal with violations or encourage

the prevention.
I don’t know whether the fact that the Council adopted

the proposal that it did in 1965 and indicated that it would be

followed up by a rule of ethics or at least a proposal would be
made that it be followed up in itself may already have started

the very preventive processes that were desired, but in any
event, at this stage it does seem to me that having a rule

without having the means of enforcing that rule or dealing with
the deliberate flaunting and violation of that rule, if there be

such a case, puts the Council and our profession in a very feeble
position, and so I urge that what was originally contemplated

and what in my opinion is tremendously essential just to the

solid fabric of our profession, that we now do what was originally
contemplated at least so far as our committee was concerned and

was hoped to have become a rule of ethics before this, so I
urge the adoption of the motion.
MR. JAMES NEEDHAM:

I wonder if you would provide a

little background why there is an option under Item 3 as to

why the departures here and also follows the paragraph underneath
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that on Page 6, why there is an option as to whether this dis
closure can be made in a footnote or in the report.
MR. FLYNN:

That follows almost verbatim the Council

resolution in 1964, the resolution which was adopted which I
previously referred to.

In that resolution adopted by Council it says that if
the auditor does have substantial authoritative support, he would
give an unqualified opinion, and two, disclose the fact of depar

ture from the opinion in a separate paragraph in his report, or
see that it is disclosed in a footnote to the financial state
ments, and where practicable its effect on the financial state

ments .
Then there is a footnote on that last item, "In those
cases in which it is not practicable to determine the approxi

mate effect on the financial statement, this fact should be
expressly stated."
So what this proposal does is to follow exactly the

resolution that was passed by Council some four and a half years
ago.
MR. NEEDHAM:

I suggest that the attitudes of the

people, the users of financial statements may have changed in
the last four or five years.

I know the recent seminar held by

the Institute in Tarrytown with financial writers came across
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fairly clearly that at times they felt we buried things in the

footnotes to financial statements, and I just wonder — perhaps
I am a little reluctant to make a motion to amend this in view

of statements made by past presidents of the Institute — however
when you’ve got a thorn, in the interest of getting the item on
the floor for discussion, I would like to suggest that that op
tion be removed, and I think that the disclosure be made in it.

PRESIDENT KENT:

Would you state your exact wording

changes, Jim?
MR. NEEDHAM:

I think the simplest way to state it,

under Item 3, the introductory wording, "unless otherwise
disclosed in the financial statements," would be struck, and
we move right into, "the use of any generally accepted account

ing principle which differs," so just strike the first few words.
PRESIDENT KENT:

There is a motion to amend the pro

posed amendment of Rule 2.02(e) and subsection 3 to delete the
phrase at the beginning of 3 which is on Page 6 of the pamphlet,
"unless otherwise disclosed in the financial statement."

Is there a second to that motion?
... The motion was duly seconded ...

PRESIDENT KENT:

It’s been moved and seconded that we

delete the clause I just referred to.
the amendment?

Is there discussion of
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MR. ALBERT BOWS (Georgia) :

I happen to be the one

undistinguished member of Jack Seidman's distinguished committee,

and, Jack, in going back five years and trying to remember the
reasoning we had, I think Council should recognize what we are

talking about is the case where an auditor has found substantial
authoritative support for an opinion that differs with the
APB, and in his opinion his client is entitled to a clean opinion

and what is suggested here is that in all circumstances he would

be required to disclose in his report which would be a clean
opinion that there is an accounting principle that differs from
the APB.
We thought at that time, and my opinion has not

changed, that this could be more confusing than helpful to a

person, and it also puts the CPA in a position of almost an argu
ment in terms of his opinion, and the third reason I think we

had, Jack, was just geography.

It gets difficult to discipline

a member as to where he is putting this requirement, and we
felt after considerable deliberation that it was a compromise

on a very controversial subject to require this in a footnote
and I would move for the defeat of the last suggested amendment.

PRESIDENT KENT:

Is there further discussion of the

amendment relating to subsection 3?
MR. LEONARD RAPOPORT (Minnesota):

Just a technical
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point, in the paragraph immediately below (e)

(3), to conform to

the amendment which was suggested, probably you should indicate

eliminating some wording in that lower part there, "disclosure

must be made in his report," and striking the words "or in the
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financial statements," in order to conform.

So if Mr. Needham’s

amendment is passed, it would appear that the words in the lower
part should be stricken, "or in the financial statements."

PRESIDENT KENT:

We cannot accept that as an amendment

or a new motion until we have dealt with Jim Needham’s motion.
We appreciate what you are saying, Leonard.
MR. RAPOPORT:
MR. FLYNN:

Just a technical question.

I don’t think it necessarily follows as

a technicality that the disclosure of the amount can’t be in the

footnote and the disclosure of the departure in the opinion of
the accountant.
PRESIDENT KENT:

I will recognize Marvin Stone from

Sunny Colorado.

MR. MARVIN STONE (Colorado):

Quite a burden to carry.

I am somewhat in sympathy with Jim’s proposal.

How

ever, I would suggest it be voted down, not because it may not

have merit, only because it’s a separate subject of substance

in itself and should be dealt with properly by a committee's
recommendation brought back first to the Executive Committee and
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then to this Council, having been fully researched and thought
out.

Leonard Rapoport has indicated a place where it might have

to be snipped and changed also, and I am sure there will be other
places in 2.02 and other places in the Code where we are to have

patchwork.

I suggest that the change Jim suggests is suitable,

but it does not seem feasible to me on such short notice to

adopt it at this time.

It is a matter of great substance and

it certainly is one that I think merits attention, but I don't
think it should be infused in the discussion right now of this
somewhat separate matter, although I agree they are related.

PRESIDENT KENT:

Is there other discussion on Jim’s

amendment?

... The question was called for ...
PRESIDENT KENT:

The motion on which we are about to

ballot is Jim Needham's amendment of a basic change in 2.02(e)
strictly limited to subsection 3 to delete the phrase, "unless

otherwise disclosed in the financial statements."

All those

in favor of the deletion of this, will you please signify by
saying "Aye."

(Ayes)

To the contrary?

(Noes)

The proposed

amendment fails.

Is there further discussion of the main motion?

... The question was called for ...
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PRESIDENT KENT:

The question has been called for on

the main motion, and the main motion in effect begins at the
bottom of Page 5 where it says Subsection (e).

The wording

that is included before that is just repeated for ease of

reference.

It's not a part of our proposed amendment, and it's

as typed, and I would be glad to read it if anybody wants me to
do so, but I am assuming you all have copies of this.
All those in favor of the adoption of this amendment
of Rule 2.02(e) of our Code of Professional Ethics please indi

cate by saying "Aye."

(Ayes)

To the contrary?

(No response)

The motion carries, which means that in effect this will be

submitted to our annual meeting in the fall in Los Angeles as
approved action of Council for discussion purposes only, and

may thereafter be submitted to the membership by written ballot,
and if we obtain a two-thirds vote by ballot of those members

balloting, it will be a revision in our Code of Professional
Ethics.

We will now take a twenty-minute recess.

... A short recess was taken ...
PRESIDENT KENT:

Gentlemen, will you come to order,

please.
As we discuss what we will do in lieu of golf, I note

with dismay the absence of Marvin Stone from the front row for
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the first time.

Roger Wellington, are you here some place?

Give

us the good news.
MR. ROGER WELLINGTON:

I don’t know how good it is.

I do have I think one fact straight, that five minutes ago it was

raining outside.
I have been subjected to a considerable amount of

criticism, and you might even say abuse from certain members
of Council with suggestions that I give up the chairmanship of

the golf committee and be made chairman of the regatta committee,
and because of my inability to, well, I guess it’s me and Marvin

Stone, to provide better weather, I offered to one Council member

to resign as chairman of the golf committee, and he came back

with, "You can't resign, you are fired."

I checked with the greens keeper earlier this morning
and at that time he said if it stopped raining he thought the
course would dry out enough so that since we had a tournament

scheduled, we could play this afternoon although he wasn't too
happy about the prospect, but under the conditions, I am afraid
the golf today is off.

Now, I have taken, shall we say, the precaution of
blocking out some starting times tomorrow morning starting at
7:30.

PRESIDENT KENT:

Well, I think we would like to put
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to Council what it would like to do, whether you would like to
meet this afternoon and try to complete our program so that

tomorrow morning we would be free for golf.

What is your

pleasure?

I must point out that it will take a full afternoon

to complete our session that we had previously scheduled for
tomorrow morning, but we can complete it I think by 5:30 or

so, taking an hour and a half break for lunch.
pleasure of Council?

Sounded almost unanimous.

Is that the

I won’t press

it.

MR. WELLINGTON:

In view of this pleasant news and

hoping that the weather is going to change for the better, which
I think it may, is that right, Marvin, this unquestionably means

that some of the few that have signed up because of other plans

may not be able to play, so when we break for lunch, will any
of you that are now signed up for the tournament who will not
play tomorrow cross your name off on the list that is posted

on the board right outside the room here, and Norman Nessler
will be in that area if you have problems with timing when you
can get away, and you can let us know, and we will try to work

up revised foursomes which we will get posted sometime later
this afternoon.

PRESIDENT KENT:

Very well, Roger, you made out
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surprisingly well.

I would point out, Louie, this complicates the meet
ing of the Benevolent Fund Trustees.

If you wish to reschedule

that, we will be glad to announce the rescheduling.
I also would like to do what I didn’t do this morn

ing, but to make the record legal, note the presence of a
quorum.

We come now to "What's Ahead For the Auditors?”

We

have been talking about the APB, and Len Savoie, who, of course,
coordinates all the technical activities, gave us a report, and
Lee Layton, and the revisions of the Ethics Committee, and we

now come to the auditors themselves.

The presentation will be made by Joe Roth, Chairman

of the Committee on Auditing Procedure.
MR. JOSEPH ROTH (Chairman, Committee on Auditing
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Procedure):

When John Lawler suggested that I address myself

to what lay ahead in the field of auditing rather than what
the Committee on Auditing Procedure has done since its last

report to Council, I entertained just a slight suspicion that

John felt that the Committee's activities were not exciting enough

to talk about.

But, in his usual kind and thoughtful manner,

he provided another explanation.

Since I am nearing the

completion of my term on the Committee, he suggested that I
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might possibly be able to furnish some guidance for its next
After giving some serious thought to the many

chairman.

problems which I think might be facing the Committee, I may
really be furnishing a "to do" list for several future chairmen.
Not to get around John Lawler's strategy particularly,

but rather to establish a background for my other comments, I
do propose to mention, as briefly as I can, some of the

important matters of auditing and reporting to which the

Committee on Auditing Procedure has been, and still is, devoting

considerable amounts of time and effort.

In this way, I can

give you some idea of what remains to be finished, what is on
the waiting list, and what might be coming up in the future.
A sort of batting order you might say.

Background :

The role of the CPA has adjusted over the years to the
changing environment in which the profession has found itself.
Our present era is no exception to the general rule of change.

The financial community, i.e. credit grantors, financial ana

lysts, financial writers and others who utilize financial informa
tion, is making more and more demands on the profession.

Inter

mixed with and almost inseparable from the clamor for eliminat

ing alternative accounting principles and establishing more rigid

accounting practices are appeals for more preciseness in financial

196

reporting and more clarification of the responsibility of the
auditor for the reported results.

These pressures on what we

have come to accept as our role in auditing cannot be ignored.
In a more particular vein, it is only natural that a

profession react immediately to any widely publicized events
which might somehow cast a reflection on its image or pose a

serious threat to its established relationship with the society

it serves.

As the body of the Institute which establishes

standards for the profession in the field of auditing, the

Committee on Auditing Procedure is constantly alert to any

occurrence involving members of the profession which receives
the attention of the public press.

It is prompt to take steps

to investigate all of the circumstances and to consider the
implications they may have for changes in our procedures and the

possible impact of the events on the profession.

In fact, the

Committee originated with the investigation of the circumstances

of the McKesson and Robbins affair.

This investigation resulted

in its first official pronouncement.

More recently, responding

to the publicity over the "Great Salad Oil Swindle," the Com
mittee conducted a study of the controls and auditing procedures

in connection with goods held by warehouses.

in an official report of the Committee.

This too resulted

Several of the matters

now on the agenda of the Committee resulted from highly publicized
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events.

Attention to these have required such a substantial

portion of the Committee's time and effort that it has been
diverted from a number of other important matters requiring its
attention.

In addition to responding to these day-to-day — or
more correctly year-to-year — problems the Committee is respon

sible for establishing standards and providing guidelines for
the observance of those standards.

Statement on Auditing Pro

cedure No. 33 went far in placing the established standards in
proper perspective and in relating them to the many guidelines

which had been set forth in its previous official pronounce
ments.

Other statements are expected to provide further clari

fications of the standards and to provide guidance in specific

areas as, for example, Statement 38 did with respect to un
audited statements.

Above and beyond its response to day-to-day

problems and the need to amplify the present literature, the

Committee must also stand ready to establish standards for any

expansion of the role of the auditor as might develop in
response to public demand.

There are a number of important

matters which fall within these three broad categories of
responsibility which I expect the Committee will have to face

in the future.

Publicized Events:
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Dealing first with events which have received wide

publicity there are three which have already received consider

able attention of the Committee.

I am not going to go into the

legal aspects of these cases as Dave Isbell did that so well
yesterday.

It is quite unfortunate that these matters usually

result in litigation and involve members of the profession in

protracted legal proceedings.
The first of them is the decision in the case referred

to as "Fischer vs. Kletz" which is the litigation resulting

from the financial difficulties of Yale Express System, Inc.
The decision applied to a motion for dismissal of certain
charges involving that company’s independent auditors.

After

considerable deliberation on the questions raised by this

decision and with close collaboration with legal counsel the
Committee now has under consideration a draft statement which

may be exposed shortly.

It suggests the steps an independent

auditor might take when he discovers information subsequent to
issuing his report which would have materially affected his

opinion on the financial statements had he been aware of the

information before issuing the report.
Another matter the Committee has under study is the

possible effect on the profession of the much publicized deci

sion in the "Bar Chris” case.

This decision has implications
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concerning the adequacy of the procedures an auditor follows
with respect to events occurring subsequent to the balance sheet

date which may have a bearing on the audited financial statements.
As a side issue, the decision has also caused us to focus on

the form and content of "comfort letters" which are usually
required, under the provisions of underwriting agreements, to

be provided by the independent auditors in connection with

public offerings of securities.

Thirdly, the Committee is considering the circumstances
relating to the "Continental Vending" case in which the

independent auditors were charged in a criminal action.

While

this matter is still under appeal, the Committee must determine
whether additional guidelines for the profession are needed in
the very specific areas involved in this case.

In addition to these legal cases there are several

other widely publicized ones in which CPA firms are involved,
but which have not yet reached decisions.

There are also numer

ous cases involving smaller firms of CPAs which have not re

ceived wide publicity.
unaudited statements.

Many of these are in connection with
The cumulative effect of all of these

court cases will naturally have some effect on the legal

concepts of the independent auditor's responsibilities.

Some of

our former concepts of legal liability associated with our
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examinations of financial statements on which we have relied

may be changed.

As cases occur, the Committee must identify

those areas of our practice where standards of procedure have

not been adequately established and be ready to provide guide

lines for the profession.

Establishing our own standards might

avoid having them established by unwise case law. In the course

of this, however, the Committee should be extremely careful
that it does not imprudently establish such precise procedures,
rather than broad guidelines, that needless legal difficulties
are created.

Better Understanding of the Auditor's Role:
A better understanding of the independent auditor's

role by the users of our reports and by the public generally

might go far toward reducing the number of cases taken to court
and resultant unfortunate legal decisions.

One means of attain

ing better understanding could possibly be a clearer explanation

of the scope and purpose of our audit in our short-form report.

Some of you may recall my previous comments on this particular
subject.

A revision of the short-form report aimed at making

it more understandable is, I think, much needed.

While it

may not be the most urgent of our present projects, the Commit

tee should continue its attempts to draft a report which will
more clearly set forth the nature of our examination and the
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intended meaning of the opinion we express.

Amplifications of Present Literature:
There are a great number of other auditing and report

ing problems which need the Committee’s attention.

Some of

these, like the revision of the short-form report, are on the

active agenda of the Committee.
for getting on it.

Others should have high priority

Some are needed to provide clarification of

our present official literature on auditing.

As examples of

these are, briefly:

Reliance on the report of other auditors and the
extent of such reliance.

Our present literature in this

area is quite cryptic and needs considerable amplifying.

Proper reporting procedures when the auditor lacks

independence.

Some direction is required to provide

clarification of our present rules of ethics.

Establishing guidelines for determining at what
point a"disclaimer"of opinion may be needed rather than a
"subject to" opinion and where an "adverse" opinion is

required rather than an exception, and

Lastly, the rules governing the use, rather I should
say the prohibition of the use, of "negative assurance"
language.

Other problems are broader in scope and may be more
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challenging.

Some I will mention are:

The relationship between the auditor’s evaluation of
the effectiveness of internal controls and the extent

of his auditing procedures.
The effect of the computer on internal accounting
controls and guidance not only for establishing adequate
controls but also for the auditor’s evaluation of their

effectiveness.
Development of the theory of continuous auditing.

This involves the concept that all auditing procedures are
but a chain of continuing tests of reliability of the

accounting records and controls which need not all be
accomplished with respect to the period under review.
Acceptance of this concept could even lead to enabling

the auditor to express an opinion on any interim statements.
The development of computer audit tapes for use by
independent auditors.

These could radically change the

methods by which auditors perform their examination even
if they do not change basic audit objectives.

There are many other subject matters which have been
suggested from time to time, but I feel those I have mentioned
are among the most urgent.

Expanded scope:
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Now, how about the problems which may need to be
faced, in the future, in meeting the demands associated with
the changing environment?

If the court cases to which I

referred earlier result in any appreciable increase in auditor’s
legal responsibility, particularly if the present concepts of

materiality are affected, the scope and extent of auditing pro
cedures will have to be reappraised.

In addition, what Forbes

Magazine called the "growing credibility gap” in corporate
financial reporting, is creating demands for less flexibility
and more preciseness in financial statements.

This will also

have to be taken into account in any such reappraisal.

The public is also demanding more and more financial

information, such as ten-year summaries of earnings, profits by
product lines and a vast amount of other statistical data.

Will

not these demands result in expanding the independent auditor's

role to include his attesting to all such additional informa
tion — possibly with even more preciseness than is now expected?
There are sufficient reasons to expect that the auditor's role

will be affected by the rising demands for more and more
accountability by corporate managements and greater and greater

preciseness of the accounting.

The profession must be ready to

meet this challenge and the Committee will have to provide the
leadership.
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Reporting on Internal Controls:
Another challenge which I think mustbe met soon is

the recurring suggestion by bankers and other credit grantors

that CPAs report On the adequacy of their clients' internal
controls.

The suggestion rises rather logically from the

realization that the degree of comfort of a credit grantor has

during the year, that is, in between his receipt of the yearend audited financial statements, depends considerably on the

reliability of the company’s internal controls.

At present there

are no established criteria for determining the relative ade

quacy of internal controls nor any standards for reporting
publicly on their adequacy.

Some instances of reporting publicly

on their adequacy of controls have already occurred.

Therefore,

it seems that the needed action by the Committee is urgent.
Management Controls:
Going a step beyond this is the matter of management

controls.

Over the last twenty years, CPAs have expanded their

service to clients beyond audits of financial statements and
the traditional tax work.

Many CPA firms' management advisory

groups now provide a wide variety of services such as feasibility
studies, system design, cost control, production and inventory

controls, budget systems, organization structure, operations
research and many other problems not directly related to the
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information system, such as plant layout.

Independent auditors

training and experience with accounting records, internal controls,

organization and business generally provided them with compe
tence and know-how in these fields.

The need for these types

of services and the CPA’s intimate knowledge of his clients'
business made it natural that they equipped themselves to pro
vide them.
It seems to me not only possible but even probable that

possessing the competence to assist clients in establishing
effective management controls and reliable information system
where needed, independent auditors may be expected to report

on their own evaluation of the effectiveness of the information
system of clients whose financial statements they audit.

In

other words, we may even be expected to go beyond just report
ing on the internal accounting controls, as I have suggested,

but to reporting on management controls and the information
system generally.

Objective assurance of the effectiveness of

the system by which management makes its major decision in the

running of the business would be most useful to credit grantors
and potential investors.

How quickly this expansion of the

auditor's role may develop is difficult to predict, but the
profession should be ready to equip itself with standards and

guidelines for such reporting if the demand does arise.
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Profit Forecasts:
Another possible area for expansion of the auditor's

role may be with forecasts of expected profits.

The public

demand for more accountability by management may lead inevitably

but reluctantly, I expect, to the practice of furnishing profit
forecasts for future periods.

Certainly this information would

be extremely useful to credit grantors, investors, potential
investors and other users of financial reports.

To a consider

able degree, any interest these users may have in present and

past performance is only to provide a means of guessing at

future earnings prospects.

Wouldn't it be better to have

management's well considered plans?

While managements now

generally refrain from predicting future results or releasing

information about their budgeted earnings, a more sophisticated
generation of investing public may demand this additional data.

Corporate officials may be faced with the alternatives of
furnishing it, reluctantly, or admitting that they do not

have sufficient confidence in their plans for future periods
to commit themselves publicly to them.

If the practice of furnishing forecasts does develop,
is it not likely that the "growing credibility gap' will cause
the users to expect the independent auditors to report on the

fairness of them?

Our Code of Professional Ethics now prohibits
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members from associating their names with forecasts of future
results in a way which might lead to the belief that they are
vouching for their accuracy.

This has caused CPAs generally to

avoid associating themselves with budgets of future earnings.

On the other hand, the Council of the Institute of Chartered
Accountants in England and Wales has recently issued a statement

for the guidance of their members who may be asked to review
and report on profit forecasts. It provides suggestions for
the procedures to be considered by the accountant in making such

I

a review and what matters should be included in his report.

am certain that the profession in this country can perform this
added service if it becomes necessary.

Again standards must

be established and suggestions for procedures provided.

Conclusion:
..
In summary, I expect that the audit function will come

under more and more scrutiny and our procedures will have to be
more specifically described and better understood.

This means

further amplification of our literature to provide guidelines

for meeting adequately our established auditing standards.

It

also means clearer and more understandable reporting practices.
There is also the possibility that added responsibility may

require an extension of the scope and extent of auditing pro
cedures to provide additional audit satisfaction.
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Beyond this, I expect an expansion of the independent

auditor's role to cover such things as reporting not only on our
evaluation of the client's internal accounting controls but
possibly all management controls and, beyond that, on forecasts

To the extent that our role may be expanded,

of future earnings.

it follows necessarily that additional responsibility will

result.

The profession has always stood ready to assume the

additional responsibility which has attached to the increased
services for which our clients and the investing public have

expressed a need.

I am sure we are ready to meet any additional

responsibility that the future holds in store for us!

Thank you.
PRESIDENT KENT:

Are there any questions or discus

sion for Joe on his report to Council?

Thank you, Joe, very

much.

Jack Seidman asked for the floor.
MR. JACK SEIDMAN (New York):

Mr. President, what I

am about to deal with will undoubtedly be more appropriate

coming tomorrow perhaps after all specific items on the agenda
were treated, but unfortunately I have to leave early this
afternoon, so I am grateful to you for letting me take this time

to discuss this at this time.
What I want to touch on is perhaps the role the scope,
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the authority of a Council member at Council meetings, and I do
it in relation to what has been perhaps implied or unintendedly

indicated by two of my illustrious past presidents, and I want

to indicate that the past presidents, like members of Council,
aren’t always perhaps in agreement if we are misconstruing what

was indicated, and as I gather, one of the members of Council
this morning may have interpreted.
I have reference to the concept that whatever comes

before this Council, having already gotten the keen scrutiny

of a committee, of a technical committee, perhaps of the
Executive Committee, that we ought to deal lightly or perhaps
refrain from getting involved in terminology of proposed resolu
tions that are presented to us.

I, of course, recognize that any large group cannot
sit down and draft anything in a very practical, efficient way.
The difficulty I find runs along these lines.

In the first

place, I have a feeling that perhaps all of my suggestions are

always matters of substance, and that all of the other fellow’s
suggestions are merely matters or words and should be disposed

of in that way.
Secondly, I do think that as you indicated, Mr.

President, at the outset of this meeting, it is the Council and
only the Council that has the final power and authority and
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therefore responsibility for whatever emanates from this meeting
in terms of any resolutions, votes, or whatnot.

Now, I do think that there is such a thing as mere
words, and I do think that there is an efficient way of dealing
with words, and a very constructive way of dealing with words.

Many of these resolutions or proposals get to us in advance of
the meeting, and I think that as Council members we have the

responsibility to review those proposals, and if we have verbal
suggestions as to the statement on the substance, whatever,
verbal as distinguished from substance, an effective way of

dealing with that is to report or write to the fellow who is

going to be proposing the resolution, bring the suggested

changes to his attention, and I am sure that these proponents

of resolutions welcome anything that improves the language of a
resolution, and would readily accept the proposal, and the pro

posal would come before the Council in the improved changed form,

but I must say that in terms of what we were dealing with yester
day in respect to minority ethnic groups, and in terms of what

we were dealing with earlier today about whether disclosures
are to be as part of the accountant’s report or in the notes, in
my opinion, those were distinctly matters of substance, and all
X am trying to indicate is this.

I am sure that nothing was intended by either past
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president to have the effect of in any way suppressing or curb

ing any member of Council at these meetings from holding forth

on any matter germane to what is before the house at the time,
and I think it would be very unfortunate if any member of this

Council went away with the view that there is any thought or
any right to suppress anything at these meetings, and so, the
sole purpose of my rising is to convey my own view that I am
sure is joined by the two past presidents that have been

referred to, that at these meetings, especially considering

that this Council has an opportunity to convene only two days
a year, in the face of the tremendous burden or responsibility

that it carries, that everybody welcomes a free and open discus
sion of the subject before the house, and I am sure, Mr.

President, that you in turn encourage the right to speak out
on anything that is bothering a Council member in reference to

what is before the house.
Thanks very much.

PRESIDENT KENT:

Thank you, Jack.

MR. NORMAN L. McLAREN (California) :

Now, I would

like to remind Mr. Seidman that my remarks related to what might
well be called a noncontroversial issue, that was whether or

not we should do some updating, but in the situation of that

sort, where the basic question is not of a controversial
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character, then as I have said in many Council meetings going
back into the thirties, if we get off on a discussion of seman

tics, it involves a tremendous waste of time in a crowded program.
I agree completely with what Jack has said about the
desirability of comprehensive discussions without any limit upon

debate on controversial matters.

I was referring only to a

subject that by its very nature was not controversial.
4

Thank you.
PRESIDENT KENT:

Thank you very much.

I don't think

there is any substantive difference of opinion between our
distinguished past presidents.

One was pointing out the diffi

culty when we try to rewrite a resolution which has received
Council's consideration, but without in any way attempting to
inhibit discussion.

Certainly my original comments in respect

to Council being our national legislature for all practical
purposes I think is fully in keeping with that.

I don’t know whether that introduction laid the proper

foundation for the next subject.

I am sure that Jack Seidman

did not intend to exhort Council members to come up with all
matter of comment on this particular subject, but it’s just the

way the timing worked out.

I call for Paul Lambert, Vice President of the Insti
tute, and Thomas Flynn, who is again coming before us as Chairman
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of the Ethics Committee and Marvin Stone as an interested parti

cipant to come to the platform while we discuss the matter of

"Permissive Incorporation — 1969."
Paul Lambert will be reporting on this subject on

behalf of the Executive Committee.

Marvin and Tom will be avail

able to assist and elaborate and comment as appropriate.
... Mr. Lambert then presented his prepared paper

and concluded as follows: ...
MR. LAMBERT:

In the proposed resolution of Council

the Committee made several word changes which I thinkhave some
substantive changes under No. 5 which I will read when I get

to it, if you don’t mind.
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The proposed resolution of Council reads:

"Proposed Resolution of Council
"WHEREAS, if the membership of the Institute

approves the proposed amendment of Rule 4.06 of the Code
of Professional Ethics permitting the practice of public

accounting in the form of a professional corporation or
association whose characteristics shall be established
by the Council, It is hereby

"RESOLVED, that members may be officers,
directors, stockholders, representatives or agents of a

corporation offering services of a type performed by
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public accountants only when the professional corporation

or association has the following characteristics:

"1)

Name.

The name under which the professional

corporation or association renders professional
services shall contain only the names of one or

more of the present or former shareholders or of

partners who were associated with a predecessor
accounting firm.

Impersonal or fictitious names

as well as names which indicate a specialty,

are prohibited.
"2)

Purpose.

The professional corporation or

association shall not provide services that are
incompatible with the practice of public account
ing.
"3)

Ownership.

All shareholders of the corporation

or association shall be persons duly qualified
to practice as a certified public accountant in
a state or territory of the United States or the

District of Columbia.

Shareholders shall at all

times own their shares in their own right, and
shall be the beneficial owners of the equity

capital ascribed to them.

"4)

Transfer of Shares.

Provision shall be made
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requiring any shareholder who ceases to be
eligible to be a shareholder to dispose of all
of his shares within a reasonable period to a

person qualified to be a shareholder or to the

corporation or association."
I will read Section 5 as amended by the Executive

Committee and point out the changes:
"Directors and Officers. The principal executive
officer shall be a shareholder and a director,

and to the extent possible, all other directors
and officers shall be CPAs.

Lay directors and

officers shall not exercise any authority
whatsoever over professional matters."

The Committee struck the word "principal" on the fourth

line and changed the last word in that line "shareholders" to
"CPAs."

They changed it at their last meeting last Friday.

It continues:

"6)

Conduct. The right to practice as a corporation

or association shall not change the obligation
of its shareholders, directors, officers and

other employees to comply with the standards of

professional conduct established by the American
Institute of Certified Public Accountants.
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”7)

Liability.

The stockholders of professional

corporations or associations shall be jointly and
severally liable for the acts of a corporation or

association, or its employees — except where

professional liability insurance is carried, or
capitalization is maintained, in amounts deemed
sufficient to offer adequate protection to the

public.

Liability shall not be limited by the

formation of subsidiary or affiliated corpora
tions or associations each with its own limited

and unrelated liability."

Mr. President, on behalf of the Executive Committee,
I move that the Council approve this proposed amendment for

submission to the membership.

... The motion was duly seconded ...
PRESIDENT KENT:

It's been moved and seconded that we

adopt an amendment to Rule 4.06, the wording which appears on
the first page of the material you have, and a formal resolution

which goes from the bottom of the first page to the bottom of
the third page.

The floor is open for discussion.

Will you wait just one moment?

MR. LAMBERT:

Paul has a comment.

The Committee on Professional Ethics

last week at their meeting reconsidered the proposals that they
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submitted to the Executive Committee, and I think in fairness
to this discussion that Tom Flynn should report on that meeting
before there is any other discussion.
MR. TOM FLYNN:

Yesterday when I was in this Council

meeting, I was in my shirt sleeves without a coat, no tie on,
and an eminent member of Council seeing me in that relaxed and
comfortable posture said that I would be well advised this

morning to have a shirt on and a large tie and some other

material that would protect me in the region of my throat.
I come here in a very awkward position.

I am coming

in two capacities, one as a member of Council, and the other
as the Chairman of the Ethics Committee, and as Chairman of the

Ethics Committee, I am going to speak now and report on our
meeting last week, and I promised them that I would do my best
to do justice to their deliberations, and in addition to that,
there are two members of the Ethics Committee here in attendance
who will see that I carry out my promise.

In addition, I took the liberty of unofficially extend
ing an invitation to the rest of the Ethics Committee to come
here so as to be present if they wished to see how we carried

on.

I realize it was unofficial and might be cancelled.

Fortu

nately none of them are present.
At our meeting in Denver on Thursday and Friday, we
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reviewed what had been submitted to Council through the Execu

tive Committee and which all of you have read, I presume, in
the background material on this complicated subject.

We debated the individual characteristics, the way
in which it should be handled, and other matters relating to the

whole subject, all within what we thought was the province of
the Ethics Committee.

In other words, we didn’t give considera

tion to some of the broader issues in terms of public relations,

relations with the Government, and so forth.
At the conclusion or near the conclusion of that

meeting, the Ethics Committee adopted this resolution at its
meeting by a vote of eight to one.

And I will read the resolu

tion:

"The Committee believes the Institute should permit
the practice of public accounting in corporate form but

should not actively encourage it.

The Committee also

believes that members practicing in corporate form should

observe all provisions of the Code of Professional Ethics.
"However, in view of:

"(a)

The problems encountered by the committee in

defining the characteristics of a professional

corporation;
"(b)

The time needed to conform concurrently rules,
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opinions, and other natters which comprise the body
of professional ethics; and
The need to consider in greater depth methods

"(c)

to permit limitation of professional liability while

still adequately protecting the public interest,
"The Committee welcomes discussion of the matter at

this Council Meeting but recommends that no definitive
action be taken by Council at this session."

I can elaborate on some of the problems that the
Committee felt that they had encountered.

Quite obviously, de

pending on some of your priorities, you could classify them as
relative, minor or serious.

I might just give a case of some

of the items.
One which I think is probably one of the more minor,

but nevertheless indicates the feeling of the Committee as they
went down all of the items in considering the characteristics,

of the name.

Some felt quite strongly that the wording of the

proposed Council resolution should include some indication of
a professional corporation.

They felt that the public was

entitled to this kind of information.
lar item.

We voted on this particu

Four were four it and four against, and one abstained

to give you an idea of the way the discussion carried on for a
day and a half.
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In respect to ownership, for example, some thought

that limiting the ownership only to CPAs was too restrictive
and was in fact a departure from the present rules which permit

partnerships with non CPAs, and Paddy Evans Jones might be
interested in this, some wanted to permit DCAs, English and
Canadian to own stock in one of these professional corporations.

There were some that felt that any person licensed
to practice public accounting by a state should be able to
own stock in one of these professional corporations.

With respect to directors and officers, there were

some who were strongly opposed, very strongly opposed to having
any lay directors and felt that the argument that this provi

sion for permitting lay directors was not really necessary,
that it would be possible for individual practitioners to secure
other CPAs to become directors if necessary.

Admittedly the committee did not have sufficient

information on this subject to have truly informed opinions.

However, the major point that the committee had was in the area
of liability.

They either were a little disturbed at the prob

lem of having to determine what constitutes adequate insurance
or adequate capitalization in order to protect the public

interest.

They were overwhelmingly of the feeling that the

Committee needed a good deal more time of study and research
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before they would be willing to say to Council that they could

properly solve this difficulty.
I can elaborate on that, but I hope individual comment
from the floor may develop the point.

There were some that felt that at least some of the

characteristics of a professional corporation should be included

in the rule itself and not left to either the Council or to
the Ethics Committee.

with those remarks I will be glad to answer any ques
tions as the time moves along.
PRESIDENT KENT:

Louie, don't get up yet because

Marvin Stone has asked to supplement the introductory remarks.
MR. MARVIN STONE:

I appreciate the opportunity to

just add a few comments because I think it is important that

you know the reaction of the Executive Committee to these
comments that were made by Tom Flynn's committee to us during
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our deliberations on Friday.
We became aware of this by the "hot line" so-called.

The telephone rang in the middle of our discussion as to whether
we were going ahead and prepare this for Council meeting as
originally planned.

The Executive Committee felt then as it

did in the previous meetings that it is a broad-based committee
which has many facets of concern, not only ethics, although
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certainly ethics is one of them, and they have taken into

account all of these problems and had decided previously it was
time to recommend and it did so by unanimous vote to Council

that we pass this resolution.

Now, it did so mindful of the fact that there are
problems that need to be ironed out, and I point out to you that

what we are voting on is two things:

First of all, a basic

change in Rule 4.06, and secondly, a recommended group of
characteristics which in themselves are not part of the Code of

Ethics and which are subject to amendment between now and, say,
the fall Council meeting, so it would give at least six more
months to the Ethics Committee to come up with suggested addi

tional changes without in any way interfering with the legal

pr6cesses involved, but it's questionable whether they should

even attempt to go at this problem unless they know the tenor
and the thinking of this group.

If this Council does not agree that Rule 4.06 should

be changed as the Executive Committee has recommended, there

is no reason for them to spend the next six months or year
devoting themselves to refining these rules under which we are

going to operate.

Now, it was obvious that you could not even reasonably
contemplate this question without some kind of a set of suggested
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rules, and that was the reason that this second resolution was
prepared in reasonably complete form but still somewhat tenta

tive, and we felt also that the membership would expect to know
what kind of implementing resolution would be put into being to

define this new corporate entity we are talking about in 4.06,
so for those two reasons the Executive Committee presented this
second resolution, but bear in mind this second resolution does
not have the legal force and effect of a rule of professional

ethics.

It's merely an interpretation, if you will.

It’s

subject to change as this Council decides from time to time,
and it might very well be subject to change even before it goes

out to the membership in the fall, assuming that it passes
here, because as I say, the Executive Committee and the Ethics
Committee will have these next six months to consider the

problem further.
Now, there is some question, I am sure, in many people's

mind of what urgency — let me talk to one of the points about
the Executive Committee.

mous.

I mentioned that the vote was unani

I think you are entitled to know the flavor of that

unanimity because there are all kinds of unanimous votes.
I think in all fairness, the Executive Committee, as

you know, is made up of people of wide, diverse ideas and rep
resents government — I mean represents all types of firms, large
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and small, from all parts of the country.

Some of them felt

that they had no interest whatsoever in incorporating, at least

in the immediate future, but they felt that in fairness to
those that may wish to incorporate, that they voted in favor

of the resolution, and I would hope that our Council today
will take that same posture, that unless we find some detriment

to the public or to our profession in permitting this additional

flexibility, that we too will vote, even though some of us in

this audience might feel that incorporation might not necessarily

interest us, but still, let's keep in mind that what we are
talking about is permissive — it’s not required.
Many of us will find persuasive arguments to incorporate
and perhaps others will find that the arguments against incorpora

tion are stronger, but that is not what the issue is here.

It is not the question of desirability of incorporation which

is at issue.

It's the question of whether people should be

entitled to decide on their own whether they wish to incorporate

or not.
That is the issue, and many of the arguments that I

hear pro and con on both sides relate really to the question of
whether it be a good thing for me to incorporate or for you

not to incorporate, and that really isn't at issue.

If I find

my firm might be benefited taxwise or if I think the liability
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benefits, as limited as they are in this proposal are interest
ing to me, so long as my firm's incorporation does not hurt one

of your firms, then it seems to me I should have that right.
I am not sure we would incorporate.

There are many problems, tax, legal and otherwise,

that we will have to consider carefully, and I want to point
out this is the flavor of unanimity.

Certainly the people on

the Executive Committee all voted in favor of, but voted in
favor for different reasons, some with more strong philosophies

and more strong interests themselves in seeing this passed,

and some with passive interest in permitting it to be passed

but not being active proponents.
There is some degree of urgency and I want to point
this out because it's the easiest thing to say, “Well, there
are all kinds of problems — why don't we postpone it for

another year or two?”
There have been a number of states in which laws have

been passed that permit incorporation of professions, including
accountants, although the majority of the professional incorpora

tion statutes do not yet include accountants.

In those states

we have members faced with the alternative of being members of
the Institute or corporations, and in a few instances, we have

already letters from some of these firms asking what we intend
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to do, and one firm specified in fact they do plan to incorporate
the first of the year.

They have among their membership ten

members of the American Institute.

They recognize that all the

stockholders, the partners would not be able to retain their
membership, and they are asking if the rest of the members would

also be precluded from being members of the Institute, and we
are told that they would be precluded.

This, of course, is a growing trend in the State of
Colorado.

We have a Bill which was drafted but not presented in

the current legislature primarily so that the board of directors

of the Colorado Society could have the benefit of whatever

happens at this Council meeting, but I am sure that the tenor

of the Board, which again voted unanimously in Colorado to put
that Bill in, will try very hard to get that Bill in final form
and to put it into the legislature next January before this

Council meets again, before the next spring meeting.
There are other states in which I am sure this same
kind of action is taking place.

California recently permitted

all professions except accountants — and I may be wrong — but

I know doctors and lawyers can incorporate, and yet CPAs are
precluded from doing so, and we received a resolution from the

California Society asking that we take action to rescind or

change our rule, so there is a great deal of militation around
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the country.

I can't imagine why.

I have done nothing to

encourage it, to permit permissive incorporation, and for this

Council then to postpone the problem and hide it under the rug
until all possible eventualities have been ironed out would just

mean it never will be ironed out.
In the resolution of the Ethics Committee you will

recall the Ethics Committee said they were in favor of permissive

incorporation, but felt that there were some implementing rules
they would like to have time to study.

We have adequate time to

study them, and an affirmative act by this Council at this

session will cause them to take this additional study time dur
ing the next year, and to actually bring before this body, if

it's necessary, some changes in that implementing resolution,
the second one that Paul Lambert gave you.

MR. LOUIS PILIE (Louisiana):

What I am going to say

is not at all controversial, and it's going to be very short.

It's in order to inform everyone of a rather unusual situation
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prevailing in New Orleans.

A gentleman whose name is Orville

Whitaker, who doesn't know that I am mentioning his name here,
has been a member of the American Institute of CPAs before the

merger of the Institute with the American Society of CPAs.
Mr. Whitaker is a practicing public accountant, not a
CPA, but is a member of the Institute.
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Now, in that Section 3 of the resolution there is

some terminology which says that anyone qualified to practice
as a Certified Public Accountant, and so forth.

I don't know

that this would make any difference at all to a person in the
position of Mr. Whitaker because he could incorporate anyhow,

I presume, if there were such a law in Louisiana, but at the
same time, I felt that this might be something that you should

be informed of, and that perhaps in some way or other a person
like that and maybe there are others in the United States of

America in the same position should be taken care of as a member

of the American Institute of CPAs.

PRESIDENT KENT:

Thank you.

Thank you, Louie.

Bill Westphal

from North Carolina.
MR. WILLIAM H. WESTPHAL (North Carolina):

Mr. President,

I did not as did my partners indeed come to this assembly deter

mined to speak at all costs, nor as my distinguished friend
Jack Seidman remarked, in any and all events resolved to keep

Perhaps this is an erroneous paraphrasing of the

the peace.

comments that to stand in the way of change is suicidal.

I am not manifesting any tendency towards selfdestruction.

Perhaps you may attribute what may seem a somewhat

reactionary attitude on my part to the comfortable desire to

stay in those roots in which I feel the most at home, and the
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lack of courage to get out into uncharted seas with a compass
that may not be too reliable.

I feel that change should be rather hesitatingly made,
that one should have some reasonable assurance that there is a

material benefit before one leaves a tried and true method of

dealing with a problem, so what I will say will be along these
lines.

This will constitute the tenor of my remarks.
At the outset, when this problem came into focus, I

think that the people at the Institute were concerned primarily
with the availability of certain pension fringe benefits.

The

reaction of the Internal Revenue Service and its policy both in

Washington and in the field indicate to us that perhaps our
hopes here are not likely to come immediately to glorious
fruition.
There will be some time and trouble involved.

I think,

however, at the present time we are largely actuated by a desire

somewhat to isolate ourselves from legal liability that is ever
present with us, that is a specter at the feast.

It is pointed

up by the horrendous results in some of the cases that have been

litigated, and I am in sympathy with this desire.

However, I am

not convinced that incorporation under the conditions suggested

will provide the answer to this problem.
If one undertakes an accounting assignment involving
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substantial liability with a corporation normally capitalized,

I am sure in all events the parties involved who perform the

service will be liable to the acts they are guilty of.

From

what I have heard from counsel on this point, about the very
best that might be hoped for in any and all circumstances is
a limitation of the liability beyond the assets of the incorpora

tion to those individuals who are performing the controversial
acts.

Whether or not this is appealing to you, I don’t know.
I think, however, that we must weigh and evaluate

the advantages and disadvantages.

We have on one side the

advantage of a possible future benefit — it is not immediate —

in the area of pensions and retirement plans, perhaps a slight
degree of insulation under circumstances from legal liability.
What do we have on the other hand?

On the other hand

we have, and I regret to use this overused and trite expression,
the matter of our public image.

It has been said that certain other professions have

already acquiesced in this course of conduct, and I understand

there is no objection on the part of the American Bar Associa
tion, but I do believe that insofar as the Bar is concerned, the

practicing attorneys are controlled to a great degree by the
local Bars, some of whom do not believe this is a proper course
of conduct.
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I think our profession is somewhat different from the
position of the old line professions.

From time immemorial,

the Bar, the attorney, the medical man, the physician, and
minister have been considered so far as the community is con

cerned, to be cast in the role of learned professions.

They

have been seated on this basis, and their involvement in the

affairs of the community in their professional capacity has

been unlimited.
On the other hand, there has been a tendency on the

part of the public to regard us as a part of the business
community.

Very often, CPAs are regarded as businessmen, and

incorporation under these circumstances may well point up this

theory, that this is a business method of operating, and we are

therefore quite like other business enterprises.

When this is taken in conjunction with the imminence
of other lawsuits and obvious and very reasonable desire to

escape from some of these tremendous, these outrageous conse
quences, it may be considered by the public that we are retreat

ing before the penalties that are suggested by these various

cases that are going through the courts today, and as a matter
of fact, based on this resolution, it appears that this isn’t
true at all because it is proposed that these corporations be
adequately capitalized.
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The laws in certain states require that the individual
be liable for the acts of such corporations, and those who form

them will be required to maintain a proper level of insurance.
Therefore, taking all of this into consideration, my

question is, what will we have gained at this point in time?
Why is this a matter deserving of immediate action?

I can see that it is hedged about on every side with

all sorts of difficulties.

There is a veritable thicket of

legal complications, I am sure, involved in this matter insofar

as the multi-state operators are concerned.

I am therefore afraid I am going to put myself, oppose

myself to this resolution, and I hope you, my learned colleagues
will be indulgent of me in this respect for I feel that if this
is the way of the future, I can’t stand before it.

I am going

to be inundated.

I feel also if you are really concerned with this
matter and intensely desirous of having this, the very fact

of my opposition will provide official incentive which will
energize you to move forward to your glorious conclusion, so
I am now cast in the role of a loyal opposition and will cheer

fully go along with whatever result is attained in this assembly
MR. RICHARD C. REA (Ohio):

As one of the speakers

said, incorporation is of the greatest interest to the smaller
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practitioner.

I happen to be a small practitioner in a small

town, and I watched the development of the professional incorpora

tion in the State of Ohio with great interest.
I have two clients, not accountant firms naturally

who have incorporated, professionals, one a firm of architects,
and one a firm of doctors.

Now, they incorporated in order to

get the advantages of retirement plans.
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There were no tax

advantages because they both elected under Sub-Chapter S.

As far as the public image is concerned, most of our
clients think we are incorporated anyhow.

I had this happen

just two days ago with one of my neighbors who has been a client

of mine for many years who expressed utter amazement that I
be so stupid as to operate under a partnership.

I am sure I lost

points with him on that morning.
Now, under the Ohio laws you cannot evade liability,

and both the architectural firm and the firm of doctors realized

this.
Now, there are obviously going to be advantages and

disadvantages, but I don't think we can discuss them.

We can

only imagine what they are, because we have had no experience,

so I think if some firm foolishly or not wishes to incorporate,
and can do so without losing its professional affiliations with

the American Institute and their state society, let them
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incorporate, and then let's watch and see what these advantages
and disadvantages are, and see if they weigh heavily against it

or for it.

I myself have seriously considered this matter of
incorporation.

I am not sure yet that we will, and I can see

other reasons than taxes and retirement plans, just the pure

matter of organization, of an easier method of bringing younger
men into the firm, but I do think we must go forward with this

and let firms who are ready and willing to be the guinea pigs,
let them go ahead and see what happens, and if in several years

we find the advantages and disadvantages, we know what they are,

then we can weigh them, one against the other, and decide.
MR. RICHARD HELSTEIN (New York):

Mr. President, I

would like to offer an amendment to proposed Rule 4.06, to

strike out the words "whose characteristics conform to resolutions
of Council.”

I have four basic reasons for this:

the first is

that I am not quite sure that leaving those words in there is

Constitutional under our bylaws.

Mr. Stansbury is here to

correct me or to say I am right.

My reasoning behind this is

that any of the rules of professional conduct must be submitted
to the membership, and if Council is going to have the right to

make the guidelines under which this rule is going to be
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construed and followed, then I think we are taking from the
membership their vote in support of this rule, their right to

determine what their rules are under which they must operate.
My second objection is, as pointed out by Marvin,
there are going to be future changes in the proposal, in the

Council proposal.

Therefore, it would be unwise and it would be

impractical to include in the proposed Rule 4.06 the provisions

of Council memorandum, and certainly there are bound to be

changes because, as is pointed out on Page, I think it's 14 of
the preliminary agenda, in the future there will have to be

determined what is adequate capitalization and insurance
coverage.

My third reason is that if 4.06 were not so amended,
it could be defeated by the membership in its general vote in
the fall because of their opposition to the Council memorandum
which would be a part of it by reference and which would

accompany it to the membership, and finally, if it were not so
linked to the Council proposal, then I think the amendment to

Rule 4.06 could go through, would go through the membership.

I think it's something greatly to be desired because,
as Marvin states, miscellaneous states have passed permissive
incorporation rules, and I think that right should be afforded

to the membership.
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Therefore, Mr. President, I would like to propose the

amendment for the elimination of that phrase.

Thank you.

... The motion was duly seconded ...
PRESIDENT KENT:

It's been moved and seconded that we

delete from the proposed Rule 4.06 the last clause — I am read
ing from the middle of the first page — "whose characteristics

conform to resolutions of Council."
The floor is open for discussion of the amendment.
Phil
Bill
would you like to comment on the first point

made by Dick?

MR. PHILLIP STANSBURY (Covington and Burling):

In our

opinion, the members of the Institute have the legal power to

delegate the conditions of permissive incorporation to the
Council if they wish to do so.

In other words, in our judgment

this is a policy question and not a legal question.

PRESIDENT KENT:

Is there other discussion of the

amendment?
MR. GEORGE ANDERSON(Montana):

I think many people

thought that I should have stood up yesterday after Ken
Thompson's report.

However, my feeling was after the story he

told that maybe Montana was the tom cat.

I think, however, that

to pass this particular amendment would be a complete mistake.

Someone has to set what these corporations would be.

I am in
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favor of allowing permissive incorporation, but I would not be
in favor of allowing the states to go willy-nilly into any type

of corporation they would like to do.

I think we would be faced

with the same problem that Kent was talking about yesterday —
we would have all types of corporations.

They would be allowed

to do anything and everything.

I think, therefore, that it has to be up to our pro
fessional body to determine what these particular characteris

tics would be of any corporation that would be formed.

MR. DAVID ZACK (New York) :

I am about as neutral

about professional incorporation as Marvin Stone is.

I rise to

oppose the amendment in the interests of getting the permissive

incorporation passed.

As of this moment, I don’t know of anyone who knows
what a professional incorporation means, either within a particu

lar state or without.

Unless we have qualifications and deter

mine what a proper professional corporation is to be determined
by the highest governing body of the Institute, we will not
have a viable plan to present to the membership.

Therefore, I

urge you to vote against the amendment.

PRESIDENT KENT:

Is there other discussion of the

amendment?

... The question was called for ...
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PRESIDENT KENT:

The question has been called for.

We will be voting on Helstein's amendment of Rule 4.06 so that
we would strike the last clause which says, "whose characteris

tics conform to resolutions of Council.”
All those in favor of the proposed amendment striking

that wording, signify by saying "Aye."

(Ayes)

Opposed?

(Noes)

Proposed amendment fails.
MR. KENNETH L. THOMPSON (California):

President

Ralph, like Tom Flynn, I come before you wearing two hats, as a
member of Council and as chairman of the Committee on State

Legislation.
Also, like Tom, I have been asked by the members of
my committee to speak to Council on this matter.

Unlike the Ethics Committee, however, the views of
our committee were not requested by the ad hoc committee, but
those of you who know the membership of my committee know that

this would not deter us from considering the matter.
In the limited amount of time that was available to

us, we were able to have before us the report of the ad hoc
committee and we also had the benefit of an article which has
just been printed in the Colorado State Quarterly, authored by

a member of our committee, and a past president of the Colorado

Society, Bill Diss, in which he makes a very powerful argument
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against this motion, and I encourage the members of the ad hoc
committee, if they have not had an opportunity to read this
E41

article, to do so.
The Committee on State Legislation, or rather, the

members of the committee, have asked me to convey to Council
the consensus which was that Council should not adopt this motion

at this time.

This concern rests on the belief that once

practitioners are permitted to incorporate, it will become
necessary to seek the amendment of nearly every state accounting
law in the 53 or 54 jurisdictions of which we are now concerned.

Once again we are confronted with the possible domino
effect, legislatively speaking, by one segment of the Instituted

tactics which has an effect on the rest of the profession.

We

believe that once it becomes necessary to seek the amendment of
the state accountancy laws for the purposes of incorporation,

we will begin to run into the same problem that we have been
running into the last couple of years with NSPA, that the price

of obtaining this amendment will be some concessions to public

accountants.

Now, I realize that we can be accused of throwing a
red herring in front of this motion.

This is a bogy man no one

can predict will appear, but nevertheless, we feel that this is
a cause for legitimate concern on the part of our committee, and
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we ask that Council not adopt the motion at this time.
PRESIDENT KENT:

Continuing with the discussion?

MR. CHAUNCEY NORTON (Michigan) :

I have been asked by

the Michigan association to convey to the Council the attitude

of its membership insofar as we have been able to determine it.
We did conduct a survey which might be of interest from which
we got a vigorous response, the biggest response to a survey of

any survey we made on any subject, and the voting was approxi

mately eight to one in favor of the amendment that is now pro
posed.
I have been asked also to state that we consider the

matter of some urgency, and we think it should be passed at this
Council meeting because we do have some of our members who have
expressed an intent to incorporate, and one fairly prestigious
partnership in Michigan has incorporated, the members of that

firm have submitted their resignation from the state society
and also from the Institute.
We have not acted on that submitted resignation pend
ing the outcome of the vote at this meeting, so the Michigan
association, I feel it's safe to say, urges the passage of this
amendment at this meeting.

MR. ARTHUR DIXON (New York):

I hesitated to speak

on this subject again because I had the privilege of addressing
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the Council last year at the final day of the meeting as the
chairman of an ad hoc committee of the New York State Society

of CPAs which took up this subject, and as I reported at that
time, that committee recommended to the New York State Society

that it actively participate in seeking legislation in New York
which will permit permissive incorporation of CPA firms.
That report has not yet been acted upon by the New

York State Society, I think primarily because of the awareness
that this matter was under active consideration by the Institute,

and therefore indifference to an action by the Institute which

obviously is necessary for those members of our society which
are members of the Institute as well.

I suppose I again would have to say that as a result
of the study which I was required to undertake in my capacity

as chairman of that committee, that I now find myself in the

same neutral position as Marvin Stone and David Zack.

Neverthe

less, I would like to make just three points:
Number one, with the greatest respect and deference

to the Ethics Committee and the Legislative Committee and those
of us here who have or may have substantial reservations about
the direction in which this may lead us, I would like to point

out these three things.

Number one, we are talking about permissive incorporation.
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Now, that has been repeated time and time and time again, but

sometimes it seems to me in listening to the discussion that
we lose sight of that.

No accounting firm must incorporate.

All that we are saying is that any accounting firm that wishes
to have the privilege accorded to all the other professions to
incorporate under the laws of the particular state should have
that privilege.

Number two, we are the only profession, and I under
line the only, and I underline the word profession, which has

a firm position in opposition to permissive incorporation, and

I most candidly say to this group that I do not understand why
it is so important to us to be the only profession to stand out

in this respect as we should stand out in other respects that I
think are more important in our position to this.
I repeat as sincerely and as wholeheartedly as I

possibly can that it seems to me that in the area of profes
sionalism, which I think is the area that concerns most of us

in the problem of incorporation, that somehow or another we are
compromising our professionalism.
I am sure and I base my feelings on discussions with

members of the profession and with people outside the profession,

that our professionalism has been, is now, and will always be
judged on our performance, on the manner in which we conduct
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ourselves as certified public accountants, and not in the inter
nal manner in which we are organized.

Finally, I would like to report on a meeting of the
New England Graduate Study of Accountants — I am not exactly

sure of the name, and perhaps Roger Wellington can help me on
the name of the organization that meets in New England.

It

includes all of the New England societies.
The New England Study Conference of Accountants.

I

had the privilege of addressing that group sometime since the

last Institute meeting on the subject of incorporation.

At the

end of my discussion I asked for comments from the floor, and
after the discussion, we had a hand vote of the members there
who were in favor of incorporation and those who were opposed,

and there were some 100-odd members there, and it seemed to me
in a quick look that about ninety per cent were in favor and

only approximately ten per cent were opposed.
MR. GLENN WELSCH (Texas)$

I wanted to report on one

other state situation, and there may have been some other develop

ments since I left.

At the initiation of the attorneys, there was intro
duced in the legislature of both houses of Texas recently, and
they are now in session, a bill to permit incorporation of all

professions, and the CPAs were contacted to see if they wanted
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to withdraw from that, and as I understand — the president of

the Texas Society is not here — but he made quite an investi
gation, and I believe his statistics were similar to those
reported, about seven to one in favor of incorporation, and I

believe CPAs are involved in that, that is, they are included.
The doctors pulled out because they have a plan of

So, it seems to me that with what has been reported,

their own.

and certainly I agree that Marvin Stone's position is a funda

mental one, and the gentleman who just spoke is very compelling,
I believe that we have no reason to procrastinate, and I believe

we ought to go into this now and find out what the problems are

and resolve them as you go along.

You never resolve all of the

problems when you start something new, so I would urge favorable
action on this motion.

MR. TOM FLYNN:

Just an addendum to Arthur Dixon‘s

comment, and it relates to the Bar Association.
Arthur is, of course, correct that all professions

other than the CPAs do permit professional incorporation.

How

ever, I think that isn't enough when we say that about the Bar
Association.

As you know, their Ethics Committee circumscribes

the way in which the professional incorporation can actually
E42

practice.

My point in being up here is that for the last four and
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a half years there’s been a special committee of the American
Bar Association to study the restatement, massive restatement

of their Code of Professional Responsibility, and after four

and a half years, they published this restatement, a very fine
job, at least in the way in which they tackled it in the format.
One of the provisions in this restatement which will

be taken up, that is, the whole restatement will be taken up

some time this summer, relates to the question of unlimited
liability, and they state for anybody who wishes to follow this

up, on Page 51, that a lawyer should not seek to limit his
liability to his client for malpractice by contract, limitation

of corporate liability or otherwise with respect to clients.

The liability of lawyers who are stockholders in
professional legal corporations should be the same as if they
were practicing as partners.

This is the proposal and it has not gotten through
the House of Delegates, but it will be discussed this summer

presumably.
MR. WALTER BAIRD (California):

As Chairman of our

State Society’s Legislative Committee, I was nervous as Ken

Thompson about reopening the accountancy acts, but I also know

the public accountants in general are in favor of professional
incorporation, and we have been told in California that if we
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do not enter legislation in 1970, they are going to.

We will

then be in the position of either, our state society, of going
along with it or opposing that act, but I don’t think that the

public accountants are going to be quiet on this subject in any

event.

They are going to be there, and the accountancy act

will be open.

MR. MAURICE DAHLEM (California) :

I would like to

address a question to the ad hoc committee, having in mind the
report of Tom Flynn as to the results of the Ethics Committee’s

consideration of this proposal, and also in relation to what Ken
Thompson reported.
It seems to me that the Ethics Committee is concerned
about this matter of unlimited liability versus limited lia

bility, and how do you define it?

There’s further efforts from

the fact that many states have permissive incorporation laws,
as I understand it, and most of those run to unlimited liability

on the part of the professions involved.
Why wasn’t this proposal made on the basis of a
typical professional corporation with unlimited liability as a

first step in progress toward the ultimate goal?

Thus, you would

be eliminating from this particular dialogue the question of how

are we going to arrive at a suitable definition of our liability
coverage, and it seems to me this might sort out the question
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between the tax benefits versus our public interest exposure.

PRESIDENT KENTs

Marvin, would you like to respond to

Maurice's query?
MR. MARVIN STONE:

Maurice addressed the question to

the ad hoc committee of which I was not a member, but I have

been intimately associated with some of the comments that had

to do with this subject, and I will give you my views, and if
somebody else disagrees with them, of course, they should give

theirs.

There's no question that this does not fully take
care of our liability problem.

It only makes a small start.

However, to write into our bylaws in effect that you may attach

yourself or you may incorporate yourselves in such a way as to
continue to preserve your unlimited liability seems to be rather

a foolish move.
We are all faced with enough liability problems, and

if we have a way of immunizing ourselves as to even ten per cent

of them, or whatever per cent you might be able to ascribe to
this, there seems to be hardly any reason why we should take

this step which is a big step already and then mince a little

at that one factor.
That, of course, is a question of personal degree.

Somebody else may feel differently.
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Frankly, if somebody told me that I could immunize
myself against the Hong Kong flu by taking a shot, that it
wouldn’t really help me but my partners and my wife couldn’t

catch it from me, I think I would encourage my partners and my
wife to take the shot, and I would also take that shot.

That is like the immunization we have from liability.
It is not going to help me if I sign my name to the professional

work that I do in the corporation, but it would immunize the
other partners in my firm from any of my acts.

Similarly, for those firms that have offices in more
than one state, and I have had people outside the profession who

have said this, it seems strange to them that a man in New York

might be held liable for a partner he might have in San Francisco.

I think this kind of thing should have some interest or some
bearing, although I grant you the last people benefited from

this would be the large firms that have offices in many states.

It’s going to take a long time, but the longest trip
starts with the first step, and I think this first step should
be as long a first step as possible.

able question.

That’s of course a debat

Others might feel the step should be a little

shorter even though it’s in that direction.
MR. DAHLEM (California):

Now that Marvin gave his

personal views, I think I will take the same view myself as

249

expressed by Ken in connection with his committee's attitude,

that no action should be taken at this time because I consider
myself the step which you are proposing to step is an extremely

long step, and a preferable alternate would be to omit in

Paragraph 7 everything there beyond "the stockholders of pro
fessional corporations or associations shall be jointly and

severally liable for the acts of a corporation or association,
or its employees."

I do not offer that as an amendment, no, President Kent,

in view of what has been said so far in this meeting.
MR. STANLEY B. TUNICK (New York):

talk against the incorporation.

I am not going to

I am truly neutral, not in

the same way that Dave Zack or Marvin Stone happen to be, but

from my point of view, I go along with incorporation for those
who want it.

I am not going to resort to semantics for the purpose

of what I want to say here today.

I am going to be anti-

semantic .
I want to address myself entirely to No. 5, directors

and officers.

In the State of New York, and I think in every

other state, a partnership, a co-partnership of CPAs must by
law have as its partners, must have as all of its partners

people who are CPAs.

I think the introduction of the directors
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and officers who are lay members of the community is an unwise

one.

I realize that there is a statement here that lay directors

and officers shall not exercise any authority whatsoever over

professional matters.
From the point of view of the public, there is no
way that the public might possibly know whether these lay
directors have disassociated themselves from any acts taken by

the professional corporation, and therefore, I would like to
submit an amendment, deleting on the third line "and to the

extent possible," and deleting the last three lines beginning
with "lay directors."
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I would like to submit that as an

amendment at this time.

PRESIDENT KENT:

Is there a second to the motion?

... The motion was duly seconded ...
PRESIDENT KENT:

It's been moved and seconded that

Subsection 5 on Page 3 of our written material, that we delete

in the third line the wording "and to the extent possible,"

and that we delete the last sentence which reads, "Lay directors
and officers shall not exercise any authority whatsoever over

professiona1 matters."
Is there discussion of the proposed amendment?

MR. MARVIN STONE:

I am sorry to hog the floor, but

I would like to fill you in on the reasonwhy this was put in
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although it’s probably obvious to most of you.
This exactly parallels the wording that is in the

rules under which lawyers may incorporate in Colorado, and it
also parallels the wording in the new bill which I think is
passing on last reading today in the senate, which allows doctors

to incorporate in Colorado.
The reason is obvious, of course.

If it were not for

this, in those states which require more than one director, you
would not permit then sole practitioners to incorporate unless

they could find members, CPAs who were not members of their

firm, secure them to act as directors.
The wording “to the extent possible” has been put in
and it will be interpreted I am told by our National Ethics

Committee, and I am sure at the local levels, very stringently,
so if there is anyone on the staff who is a CPA and if it is

at all possible that you can entice a CPA to be a director, you
would not be permitted to have someone else, a lay person as a

director.
This is, as Tom indicates, even a more stringent rule
than we now have for partnerships.

I wasn't aware of this

because in Colorado you may not be partners with lay people,

but apparently in other states that is not true, and in the

Institute rules there is no preclusion right now, so this
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actually goes further than we are now presently situated in
our Institute rules.

I would urge defeat of the amendment only because I
think it would be unfair to those of our members who are sole

practitioners in states that require more than one director,
and say to them you cannot incorporate unless you can find

another CPA to undertake liabilities directorships bring and be
a director unpaid on your board of directors.

PRESIDENT KENT:

Further discussion of the amendment?

MR. ARTHUR BREAKSTONE (New Jersey) :

Mr. Chairman, I

am in agreement with Mr. Tunick that the proposed amendment
on Paragraph 5 now makes Paragraph 5 in agreement with Paragraph
3, “all shareholders of the corporation or association shall be

persons duly qualified to practice as a Certified Public
Accountant in a state or territory of the United States or
the District of Columbia."

However, as the rules now stand, Mr. Chairman, our

members are not permitted to incorporate even though it may be
perfectly permissible under state law.

Under the proposed

resolution, and now I am speaking in context of the entire
resolution, a member who is practicing in a partnership that

presently has a member or members who is not a Certified Public

Accountant, cannot incorporate because according to Paragraph 3,
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all shareholders shall be persons duly qualified to practice

as CPAs.

Now, at this point, our members have no alternative
if they wish to practice in the corporate form, and they have
one member of the partnership who is not a CPA, they have no

alternative other than to resign from their membership in the
American Institute if they desire to practice in the corporate

form.

I believe that this is on a particular amendment in
question, but I would like also to give some consideration to
the possible changing of Item 3 to possibly —-

PRESIDENT KENT:

Art, I will have to restrict your

comments to the amendment on No. 5.

MR. BREAKSTONE:

I believe you can see how this is

related to the amendment on the floor.

PRESIDENT KENT:

Thank you.

Other discussion on

the proposed

amendment of Section 5?
... The question was called for ...

PRESIDENT KENT:

The question has been called for.

We will be voting on Mr. Tunick’s motion on Page 3 of our
written material, Item 5, to delete the wording "and to the

extent possible," on the third line and to delete the last
sentence, "Lay directors and officers shall not exercise any
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authority whatsoever over professional matters.”

All those in favor of the motion of deleting this

wording from Section 5 signify by saying ”Aye.”
contrary?

(Noes)

(Ayes)

To the

The proposed amendment fails.

We return to a discussion of the main motion.
... The question was called for ...

PRESIDENT KENT:
the main motion.

The question has been called for on

The motion we are voting on the amendment of

Rule 4.06 as is indicated in the middle of the first page and
the material that follows headed Proposed Resolution of
Council which ties it together without any change from the
typed information that you have in front of you.

I would be

glad to read the entire motion if you would like.
There is one change.

MR. LAMBERT:

PRESIDENT KENT:

I am sorry, I should say, as the

resolution was read to us by Paul Lambert.

In Item 5, delete

from the fourth line the word "principal," and to substitute
for "shareholders" at the end of that line the words "Certified

Public Accountants."

In all other respects, the motion on

which we will be balloting is as typed.
All those in favor of the proposed resolution, signify
by saying "Aye,"

(Ayes)

Opposed?

(Noes)

The motion carries and permissive incorporation will
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be discussed at the fall meeting of the members and will be
thereafter submitted to members for ballot.
Just before we adjourn for lunch, may I make an

announcement on behalf of Louie Pilie?

The Benevolent Fund

Board of Trustees have a luncheon meeting now in the Green Room

We will recess until 2:00 o’clock.

... The proceedings were recessed at 12:30 o'clock
p.m., to reconvene at 2:00 o'clock p.m. ...
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AFTERNOON SESSION

2:00 o'clock p.m.

PRESIDENT KENT:

We have lost a few of our members

briefly, which is understandable because of getting lunch that

quickly.

taken up.

On the other hand, we have a good many things to be
The papers will be published in any event so we would

like to move ahead with our program.

We are first going to deal with the second item on
our alleged Wednesday agenda which is "Are We Protecting The
Integrity Of The CPA Certificate?" and our speaker on this

subject will be John J. Costello, President, National Association
of State Boards of Accountancy.
This is a subject obviously that the State Boards

as well as the Institute and the Council are vitally concerned
with.

Jack, we are delighted to have you with us.
MR. JOHN J. COSTELLO (President, National Association

of State Boards of Accountancy):

Thank you, Mr. President.

Honored guests of the Institute and members of the Council:
E44

I

have been looking forward to this opportunity to talk with you

about some problems which I think are of vital importance to
our profession.

Your kind invitation to the National Association of

State Boards of Accountancy to address Council is an important
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and pleasant part of each president's responsibilities, and I

want you to know we appreciate your consideration.

For those who are not familiar with our Association,
let me describe it to you, and I will thank the other members

of Council for your patience.

The National Association of

State Boards of Accountancy was formerly the Association of

Certified Public Accountant Examiners, NASBA, as it is called

in short, is an organization comprised of present and past
members of the state and territorial boards of public accountancy
who have the common objectives of maintaining high qualification

standards for CPA candidates, promoting uniformity in standards
of professional conduct, and also uniformity in education and
other requirements for admission to the accounting profession.

NASBA is also concerned with the universal recognition of the

CPA certificate based upon the uniform examination and the

Institute's advisory grading service.

Further, the Association

is a medium for the exchange of ideas and methods relating to
administrative practices of the various boards.

These exchanges

take place at our annual meeting and at eight regional meetings.
NASBA has been particularly distinguished in projects

such as the CPA Examination Appraisal Commission, the Uniform
Statistical Information Questionnaire program which gathered
data on the personal characteristics of CPA candidates, the
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development and implementation of an ethics examination, and
the joint report of the standing committee on accounting educa
tion.

On behalf of the Association, more particularly

myself personally, I want to thank the Institute for its good

offices.

As you know, the Institute has made space available

for our executive secretary, Ely Kushel, and has allowed us

the use of its facilities in the Examination Department.

This

has relieved our officers — all of whom are volunteers — of
time-consuming administrative duties.

Our committee work is

better and more to the substance of issues now that communica
tion and organization are handled through a national office.
It is a real pleasure to publicly thank Mr. William
C. Bruschi, Director of Examination, for his able assistance

this year.

Bill's quiet competence, excellent judgment and

broad knowledge are invaluable assets to an Association Presi
dent.

As many of you know, a traditional breakfast meeting
is held each year in connection with the annual meeting of

NASBA and AICPA.

At this meeting the NASBA's officers and

directors meet with the AICPA Board of Examiners.

It is a

very productive meeting and contributes to the smoothness of
the cooperation between the two groups.

It is a pleasant and
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enjoyable tradition.

At my first meeting I noticed that I knew

all those in attendance except one.

I thought it was too bad

that only one member of the AICPA Board of Examiners was present
— maybe even a snub.

So — I asked Bill Bruschi, "Why do you suppose the
Board of Examiners people didn't show up?" and Bill answered,
"Buty they are all here."

It was then I discovered that the

Institute's Board of Examiners and NASBA officers and directors
are often the same people.

For example, Dorothy Willard, Andy

Marincovich and Willard Bowen are members currently of both
organizations.

Small wonder that we have excellent lines of

communications between the two groups and a high degree of agree
ment on even the most difficult issues.

With this brief introduction to NASBA, I would like to
move into my topic:

CPA certificate?"

"Are we protecting the integrity of the
Since this is an extremely broad topic with

many facets, my thoughts this afternoon are concerned chiefly
with the need for the profession, as a whole, to protect the
integrity of the CPA certificate by becoming involved in the
procedures under which individuals obtain their CPA certificates.

Briefly, I am speaking of the need for close cooperation between

the profession and the state boards of accountancy.
My thoughts for you this morning spring from the
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indictments of two New Jersey CPAs for conspiracy, bribery, and

other alleged misdeeds in connection with the issuance of
CPA certificates.

One of them was the secretary of the New

Jersey Board of Accountancy.

These indictments were reported

in the February issue of the Journal Of Accountancy.

I under

stand that there have been no additional developments that
are public knowledge since these indictments were handed down.

The dates of the trials of these two CPAs have not been set as

yet.
It is certainly not my intention today to point a
finger at New Jersey and cry "Shame” — nor do I intend to em

barrass any New Jersey CPAs with my comments.
The fact remains, however, that these charges in New

Jersey have cast a shadow upon the professional reputations of
CPAs in all states.

The reliability of the entire process by

which CPAs are qualified in all states is now subject to ques

tion by the financial community, government agencies, such as
the SEC and the IRS, and most important of all by the general
public.
Moreover, the damage to the profession’s reputation
could also have an adverse effect upon the recruitment of high

quality entrants to the profession.
The upsetting feature of this situation is that, while
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it occurred in New Jersey, it might have occurred in numerous
other states that would permit a similar event to occur there.

The essential ingredient of these grave conditions is
the profession's surrender or abandonment of its responsibilities
for the standards underlying CPA certificates to the few select

individuals who sit on the state boards of accountancy.

I want to remind you of your heritage, the work of
our forefathers which led to the establishment of the state

boards of accountancy.

The founders of our profession, who

labored to have the first accountancy statutes enacted, did
not intend to surrender their joint responsibilities for admis

sion standards to a few individuals.

In those early days the profession, as a whole, was
concerned about admission standards and sought to enforce these

standards through appropriate legislation.

The profession

fostered the establishment of boards of accountancy-- —the boards
were not imposed upon an unwilling profession.

Implicit in

these early efforts was the philosophy that the state boards

would serve the profession, and not that the profession would
be subservient to the state boards.

It would be pointless today to trade the evolution

of the current conditions.

Instead, I want to focus your atten

tion on the fact that the profession, as a whole, has abandoned
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its responsibility for admission standards to the select few
who comprise state boards of accountancy.

An alarming aspect

of this abandonment is that the state boards may be dominated

by autocratic CPAs or, perhaps more frightening, by so-called

advisers who are not CPAs or accountants.

It is not unusual for

these few individuals to dictate to the profession, and to not

accept the direction of the profession as was the intention of
those who worked for early accountancy legislation.

Let me tell you what NASBA is doing about these condi

tions.

I also want to present a call for action to you, the

leaders of our profession, to correct these conditions.
Upon disclosure of the New Jersey incident last fall,

I appointed a NASBA committee called the Committee on Review of
State Board Examination Procedures.

The formation of this

committee was reported in the February issue of the Journal of

Accountancy.

The committee is chaired by T. K. Riddiford of

Minneapolis, a past chairman of the Minnesota Board, a past

president of the Minnesota Society, a former member of Council,
and he has served on various committees.

The members of the

committee are acknowledged to be among the most prestigous
and capable members of NASBA.

The committee is making excellent

progress and is expected to present its report at the NASBA Annual

Meeting in the fall.
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A limiting feature of the committee's work, however,

is that its report will deal only with the internal control
features of the state board administrative procedures and will

only be advisory.

NASBA can only recommend the procedures that

state boards should follow and cannot compel their adoption.

Of greater importance to you is that the Riddiford
committee cannot cure the basic weakness---- the surrender of

responsibility to the state boards. Hence, my call to you for

action.

My call is actually two-fold:

one call is to the

State Societies and the other to the Institute.

I call upon the State Societies for deeper involvement
in state board activities.

This involvement begins with the

selection of state board members who usually are appointed by

the governors of the various states.

State Societies should

present a slate of nominees to the governor and urge the appoint

ment of state board members from this slate.

The slate should

be selected with as much care as is the slate of State Society

officers.

Service on state boards should be limited to only

the most capable and willing CPAs who are deeply interested in

fostering the growth and strengthening of the profession. State
Board service should not be left to those whose reason for accept
ance of the appointment is self-agrandizement and not advancement
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of the profession.

Many state societies now present such slates and their

governors do limit their appointments to these slates.
fortunately, these societ
ies are few in number.

Un

Most state

societies play little, if any, part in the selection of state

board members.

New appointments come as a surprise.

It is

not possible to have a capable, forward-looking state board

unless the members making up the board are themselves capable
and forward-looking.

I also call upon the state societies for deeper in
volvement in state board matters.

This involvement can be best

accomplished through the establishment of committees on relations
with state boards.

This committee should serve as a liaison

between the state society and the state board.

It should be

available to assist in the solution of state board problems,

if called upon, and should also urge state boards to action in
updating admission requirements, enforcement of the rules of pro

fessional conduct, and the like.
These liaison committees now exist in a few states

and are regarded by state boards as valuable adjuncts.
have a word of caution for you here.

I

If you feel that such a

liaison committee would be unacceptable to your state board,

it is a clear signal that the profession in your state may have
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surrendered its basic responsibilities to an autocratic state
board.
I also issue a call to the Institute for action, and

this call is for a stronger position in matters pertaining to

state boards.

The members of the profession have worked through

the Institute for fifty years to achieve a uniform CPA examine

tion.

We now have an examination in which we take great pride

— and rightfully so.
The philosophy of the Institute, however, seems to be

that its responsibility for the uniformity of the examination
ends when the grade reports are mailed to the state boards.
This philosophy may be characterized by an attitude, or
perhaps apprehension, that the Institute might be criticized if

it requires state boards to report back their acceptance of
grades.

Such reporting back, on a compulsory basis, may have

forestalled the conditions that led to the New Jersey matter

which was also characterized by wholesale changes of Institute

grades.
I am not suggesting that the Institute grades be made

binding upon the state boards.

Accountancy statutes sometimes

provide that the Institute grades are not binding.

Moreover,

there may be extenuating circumstances that would require a
state board to change an Institute grade.
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The point remains, however, that virtually all state
boards accept Institute grades as final.

It is this voluntary

acceptance which is the foundation of the uniform CPA examina

tion and the reciprocity of our CPA certificates.

Indeed, the

interstate practice of public accountancy is also grounded on
this voluntary acceptance.

Nevertheless, the wholesale grade changes in New Jersey,
and there may be substantially arbitrary grade changes made by
other state boards, compels the Institute to devise some method

of compelling state boards to report grade changes and, if these
changes are extensive, to advise the complying state boards of

the changes.

It also seems necessary for the Institute to take a
part in policing the security of the examination beyond the

confines of its offices.

I have in mind laxness on the part of

the state board in handling examination booklets and papers

places the security of the examination in jeopardy.

For the

protection of complying state boards, the Institute itself must

become more deeply involved in state board matters.

I indicated to you at the start of my talk that I
could speak on only a few facets of protecting the integrity of
the CPA certificate.

In speaking of state board matters, the

time available has also limited me to this brief presentation.
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Even though it has been brief, I hope that it has alerted the
profession to its need for involvement to state board matters.

PRESIDENT KENT:

Thank you very much, Jack.

Are there

any queries or comments to be made in reaction to Jack Costello's
paper?
I might say the Executive Committee is concerning

itself with a review of our CPA procedures, and going through

the provisions by Jack of the grading process and greater corre
lation between the grade reports, grade results as known to the
Institute in humber form, and grades as actually adopted by the

state boards.

We haven't thought our way through this, but I

think we see our way of strengthening the Institute's position

in this whole process.
It's entirely feasible we will have a total record

of applicants' efforts to obtain the CPA examination possibly
within the Institute computer operation so that we can trace
this whole thing.

I think it is true, as Jack says, that the Institute
probably has a greater responsibility than it has recognized
in the past years, and we appreciate your coming before us with

your paper.
I would like to turn now to "The CPA and the Educator"

by Sidney Davidson, a frequent attender of our meetings, a member
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of the Accounting Principles Board, this year President of the
American Accounting Association, a very articulate representa

tive, and we are glad you are one of our own as well as one of
the educators.

MR. SIDNEY DAVIDSON (President, American Accounting
Association):

Thank you, Ralph.

I am delighted and flattered

to have the opportunity to speak to the Council as a representa
tive of the American Accounting Association, and if I may intro
duce a personal note, the first convention of the American
Accounting Association that I have attended was held in Denver

some eighteen years ago.

It rained all week.

Now, some of the changes that have occurred in account

ing education in that eighteen-year period will serve as the

basis for my comments on the CPA and the educator.
Eighteen or twenty years ago the accounting major on
the average stood head and shoulders above his fellow students

in the undergraduate and graduate business schools.

Today, in

my opinion, that superiority of the accounting major has largely

disappeared.

The change is probably more relative than it is

absolute.
Accounting majors are still fine business school

students.

They just no longer are the top students.
In the relative sense at least, I think we face a
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quality problem as well as a quantity one.
Now, why has this change come about and what can we

do about it?

Two decades ago accounting was clearly the most

intellectually challenging subject in the business school

curriculum.

The logical analysis that was required to fit

complex but realistic business situations within an orderly set
of rules made accounting appealing to our best students.

The

discipline that the double entry system imposed appealed to
thoughtful students who found little that was appealing in the
anecdotal and institutional approach of most of the other busi

ness school subjects.

Two decades later, though, the situation has changed.
Quantitative approach to finance and marketing, the operations
research concepts of production and management have made these

subjects much more appealing to the analytic minds who could
formerly turn only to accounting.

With these new techniques

the other disciplines can deal with live problems in the busi
ness world in at least as meaningful and relevant fashion as

can accounting.
What can we do to restablish this preeminent position

of accounting in the business schools?

Much, probably most of

the problem in its solution lies with us educators.

We clearly

and obviously need better and more accounting professors who are
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willing and able to employ more imaginative methods and techniques
of teaching and research, but there are ways that the organized
CPA profession can help.

Let me suggest two.

The first is research in and

acceptance of a logical articulated system of accounting thought
that is based on economic reality and that can serve as a basis

of and explanation for all that we do in financial accounting.
The old standbys of conservatism and objectivity of

the matching concepts of realization of expensing of expendi

tures that do not produce physical assets do not provide an
adequate basis for the superior student who is familiar with

the world of change, a world of changing technology, of chang
ing tastes, of changing prices, a world where vast expenditures

are made to affect human capabilities and human attitudes.
No codification of existing practices, even as good

a one as the inventory of Accounting Research Study No. 7 or
the hopefully soon to be released Statement on Fundamentals of
APBthat Lee Layton talked about this morning, will suffice.

What we need is a more basic inquiry into the underlying premises
of financial accounting.

We need deeper roots.

Now, I hold no special brief for either the methods
or the conclusions of Accounting Research Study No. 3, but more

work with the same goals is needed, is desperately needed, and
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if this additional work suggests procedures that are too radi
cally different from our present procedures, let’s explain the

absence of those procedures in terms of a lack of adequate
measurement methods and the need for objectivity that these

dictate the departures.
Let's then center our research and thinking on how to

secure better measurement methods rather than waste seeking new
rationalizations for old approaches that just don't fit the
changing world.

Only by this approach can we hope to capture the

imagination and interest of our best students again.

have important additional benefits as well.

It would

With a sound base

of principle at one end and the interpretive articles that Len
Savoie talked about this morning at the other end, the APB could

then deal in concepts rather than in good books, and a substantial

amount of detail in some of our opinions might be dispensed with,
making the opinions even more understandable and the task of the
board less awesome.
As a veteran of a few years service on the APB, I can

assure that if there were anything in the Marxian theory, the

Marxian labor theory factor, the Board's output would have to be

judged as ***** .

The Board needs a body of logical concepts

which can be used as a base for its actions.

The Board's work
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would then better capture the interest and enthusiasm of our
best students.
The second step that we need to take together is to

give more emphasis in our research, jointly as educators and as
an organized CPA profession, to give more emphasis in our
research writing and case studies to the vital role that
financial data drawn from or based on the financial records

play in management decisions.

Accounting is where the action is in management deci
sions, but we have not publicized this adequately.

Emphasis on

those areas of management services where we enjoy a traditional

comparative advantage backed up by realistic research in case
E45

studies is what we need to appeal to today's students.
Let's leave the engineering drawing boards and the

Rorschach tests to those, if any, who have special competence
with them.

The CPA profession by more research efforts in manage
ment services, by fuller disclosure of its accomplishments within
the limits of confidentiality of data, and with a broad view of
the Code of Ethics, by imaginative case studies, can be very
appealing to more and better students.

But, won't these added efforts be terribly expensive?

Yesterday Ed Lang told us that the accounting profession was
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described to many as the most segregated profession.

No one

has ever described it to me as the most research oriented pro
fession.

A little more effort and expenditure in this area may

not be entirely inappropriate.

But more than this, there are

two present areas of duplicate effort where I feel that savings,

perhaps substantial savings could be secured to help finance
the kind of program I am suggesting.

As I have talked with members of the major national
firms and the larger regional firms, I have been impressed how
many of them are doing the same things, how much of a substantial

amount of overlapping research work and especially data compil
ing and indexing work all the firms are doing.

Secondly, as I have talked with people from the NAA and
the FEI, I note again substantial amounts of work which overlap
the efforts of the AICPA.

If we could overcome our parochial

pride and pool these efforts, funds for much of what I suggest
would be available.

The interest of the CPA and the educator in securing
more and better accounting students and training them well is a

common one.

The goals of the AAA, the American Accounting

Association, and the AICPA are likewise common.

I am pleased

that we of the American Accounting Association are able to work
together so well with all of the Institute staff, and especially
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its capable director of education, Guy Trump.

I hope we can

continue to do so.

Thank you.

PRESIDENT KENT:
regard to Sid’s talk?
you.

Are there any observations with

Sid, it’s always a pleasure to listen to

You are always worth listening to.

We have enjoyed good

relationships with your organization and hope to keep it that
way and appreciate your being with us.
To update those who were a little late in their lunch

period, we are proceeding with the Wednesday session.

We by

passed temporarily the first subject, which is John Lawler's

subject, and we will take up our next subject, "Education and
Experience Requirements — The Need For Change," and then we

will have a coffee break that will be about, I would guess,
3:20 or 3:30, and we will then put John Lawler on immediately

after the coffee break and pick up the tax scene and the rest
of the items on the program.

We turn to another major subject of this year’s
Council meeting, "Education and Experience Requirements — The
Need For Change,"

which will be handled by Elmer Beamer, who

is a Vice President of the Institute this year and Chairman of

the Committee on Education and Experience Requirements for CPAs,
and is head of this study group that's been at work on this project
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for the past two or three years.
MR. ELMER G. BEAMER ( Chairman, Committee of Education

and Experience Requirements for CPAs):

You have received the

report and the summary recommendations, so I do not intend to
cover it in detail.

Indeed, it would take too much time, but I

thought I might emphasize a few of the points the Committee

feels very strongly about as a vehicle for our discussion.
The committee was appointed in September, 1966, and we

were instructed to restudy the Institute’s policies regarding

education and experience requirements for the CPA examination.
This was complying with the resolution that had been passed by

Council in 1959 that this question should be restudied from
time to time.
Including all the portions of its existence, the
committee had on it two members from national firms, three from

local firms, two in government service, one from industry and
four from education, and members of the Institute staff gave a

considerable portion of their time to this.
At one of ourvery first meetings we decided upon these

three guidelines.

Whatever policies we would recommend would

be practical, but we would not be constrained by present legal
implications or by immediate difficulties of implementation of

the policies.

The policies would be aimed at the time in the
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accountant’s career when he first becomes a CPA.

this his threshhold competence.

We might call

Obviously, it does not represent

his ultimate development.
We would study carefully the publication, "Horizons
For A Profession," and the reception of the profession to it,

and we would then attempt to define those parts of the common

body of knowledge which can be obtained from formal education
and those parts which can be derived only from experience.

Initially we found among the members of the committee
considerable differences of opinion, but unanimous agreement
that we should approach the study with open minds, listening to
each other, and seeking diligently for views of other members of

the profession.
I like the expression Mr. Isbell used yesterday of

the judges that had no strong predispositions.

We gave very serious consideration to the earlier
studies and we interviewed some of the members of the earlier

study groups to obtain a sense of the conditions which existed

at the time their conclusions were reached, and then the
Institute sponsored 55 seminars at schools all over the country

at which the reactions of the educators, of state boards of
accountancy, and other CPAs to Horizons for a Profession were

obtained.

Members of our committee attended many of these
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seminars, and all of us read the reports of all of them.
The issues surrounding qualifying experience were identi

fied and given intense study.

A preliminary paper was written

describing the issues, and a questionnaire was prepared to ob

tain the opinions of the members of the Board of Examiners, the
Board of Managers, of the professional development division,

the committee to study the content to the CPA examination, the
committee on state legislation, the members of our committee, and

many others that we thought possessed special knowledge of the

issues.
This paper was subsequently rewritten and published
in the Journal in the March issue, and is supplied, as you know,

as an appendix of our report to you.

So, it took us two and a half years to arrive at our
conclusions, but we think it was necessary to spend that amount

of time to get what we feel are the right answers to some very
important questions.
Now, there are ten points in the statement of recom

mendations, and all ten of them are individually important, but
they all relate to three key points which are themselves inter
related.
The three points are the broadened meaning of the CPA

certificate, the need for at least five years of appropriate
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formal education, and the elimination of the experience require
ment concurrently with adoption of the increased formal educa
tion requirements.
The elimination of the experience requirement is appli

cable only to those who fulfill a formal program of education

comprehending the subjects outlined in the common body of
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knowledge study report.

We believe the meaning of the CPA certificate is
this.

The CPA certificate is evidence of basic competence of

professional quality in the discipline of accounting.
This meaning has become clear from the earlier studies

of the long-range objective committee which culminated in its

report, "The CPA Plans For The Future," and the planning commit
tee, particularly in its first position paper, "A Description of
the Professional Practice of Certified Public Accountants."

A few years ago this description of professional
practice was approved by Council as a basic policy statement of
the Institute.

Our statement of the meaning of the CPA certi

ficate as evidence of basic competence of professional quality
in the discipline of accounting is taken from the Planning

Committee's paper.

This basic competence required for the CPA certificate

is demonstrated by acquiring the body of knowledge common to the
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profession and passing the CPA examination.

Detailed study of

Horizons and the reports of the 55 seminars held over the

country led us to the conclusion that Horizons does correctly
state the common body of knowledge.

The report, however, was

not entirely specific as to how this common body of knowledge

could be obtained, so the academic members of our committee were

assigned to prepare a sample course of study which would cover

all of the knowledge called for in the report.
From this study it became quite obvious that at
least five years of formal education would be required, but

that through such five years, the common body of knowledge
could be obtained.

This study was reported in the Journal of

Accountancy for December, 1968, under the title, "Academic
Preparation For Professional Accounting Careers," and a reprint

of it is included in the appendix to our report.
This paper was then published in booklet form and it
has had wide acceptance.

There was an initial distribution of

some 3,000 copies to universities over the country, but so many
requests were received that some 4,500 more copies were distributed.

These requests came from presidents of universities and from
deans for use in curriculum committees, and the report is having

serious and extended discussions at the various regional meet

ings of the American Accounting Association.
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The committee makes it quite clear that the paper does

not present a fixed curriculum, but rather a sample course of
study, and then we feel that the next step follows logically.
A candidate who presents evidence that he has acquired
the common body of knowledge through formal education and who

passes the CPA examination should not be required to present

evidence of experience before receiving his CPA certificate.
Our consideration of the experience requirement is set
forth in some detail in the papers surrounding the experience

requirement that I just referred to.
The reasons for this conclusion are set forth in the

report itself, but I would like just briefly to refer to some
of them.

First, we should recognize that there is a clearcut

difference between the value of experience and the value of an
experience requirement.

There is no question but what experi

ence brings maturity and judgment and improved application, but
there is a serious doubt about the value of an experience require

ment.
If I might be facetious for just a moment about the

value of experience, I find personally that as the years pass

the age of reason, that is, the age at which a man reaches a
level of maturity permitting him to make sound and efficient

judgments, that magic age continues to climb.

As my own wisdom
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and judgment continue to improve with time, I come more and
more to agree with Henry Ford who was quoted in Management
Review as having said, "If you take all the experience and
judgment of men over 50 out of the world, there wouldn’t be

enough left to run it."
The hitches are, speaking now to my fellow sages over
50, that we are a minority group, and I wrote this before

yesterday’s presentation.

Since then it’s occurred to me that

we are not necessarily disadvantaged, but I do believe we are
post-potential.
The fact is it has been literally impossible for

most of us to keep up with the knowledge explosion.

We are

inclined to hold views and take positions based by each of us

on our own experience, and this is not good.

Experience used

this way can be a great handicap, particularly when it has

been successful.
Not all of us are so tied to fixed opinion, however,

and I do wish that George Bailey could be here to speak with

us.

You know, Mr. Bailey was chairman of the committee which

prepared the statement of policies adopted in 1959.

One of

these provided that the experience requirement should be con
tinued.

When I spoke briefly at the spring, 1967, meeting of

Council about the plans of our committee, George Bailey
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approached me after the meeting and said that he would be glad
to talk with our committee and that were he preparing his

recommendations today, they would be quite different from what
they were in 1959, particularly regarding the experience require

ment.

Unfortunately, George passed away not very long after

that meeting.

It's unreasonable to require a period of qualifying
experience for which uniform standards cannot be set and which

cannot be effectively policed.

A committee chaired by George

Hanson put in a great amount of time preparing a report that

was submitted to Council in 1961 delineating what an acceptable

type of experience should be.

Council recognized along with

George's committee that it would be impractical, if not impos

sible to enforce an experience requirement of the kind that was
described.
During our study we considered resubmitting the Hanson

report to Council, but we concluded that the conditions appli
cable then have not changed and that the profession cannot pro
vide and police a uniform meaningful experience of the kind

described in the Hanson report.

I was so interested in listening to Sid Davidson.
By adopting a policy of strengthening the education requirements

and eliminating the experience requirements, we can do much to
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improve our ability to recruit top people to the profession.
One of the reasons we are losing outstanding candidates who

elect against accounting is because it just doesn't look to them
like a learned profession.

These people are selecting fields

such as management science and operations research, as Sid
said.

The experience requirement is forming kind of an arti

ficial harrier.

It makes us look more like a guild than a pro

fession, and so by this change we can take an important step in
lifting our stature in the eyes of the public and of the pros
pective candidates for our profession.

Now, every one of us will agree that above all, the
public interest must be protected, and our committee had this

premise before us at all times in our thinking.

But, how are

we best going to protect the public interest?
First, of course, we must attract the best possible
people to our profession, and the experience requirement handi

caps us in doing this.

Some of the recent winners of the Sells

Award said they had no intention of getting their CPA certificate
because they didn't like the idea of the experience requirement.

Secondly, and importantly, we must do all we can to
reduce the number of infractions of the rules of professional

conduct and the amount of substandard practice.

We were able to

find no evidence that those without experience are guilty of the
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unintentional violations.

Quite the opposite — the violators

are generally those with long experience and little education,

and then the qualities we feel which permit or prevent dis
honesty or cheating are qualities which are acquired by an
individual very early in his life and are little affected by
E47

either his schooling or his experience.

I hope you won’t think this is too naive or far out,
but it's kind of a pet thought of mine personally.

I just

can't help but dream of a time when the CPA in private industry
will feel the same responsibilities for an independent attitude
of objectivity in reporting as does his brother in public
accounting, but the experience barrier is one requirement which

now separates us and should be eliminated, so we have concluded

that the protection of the public interest is improved by
elimination of the experience requirement.

There is a philosophy that no matter what particular
group tries to do to influence the trend of events, in the long

run the will of the masses the will of the public always pre

vails, and that what happens is the thing that should happen.
Please observe that contrary to the stated policy of

our Institute, some forty states now accept experience other
than experience in public accounting, and this includes eight

states which have no experience requirement at all.

Almost every
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time a state law is amended, the education requirement is
increased and the experience requirement is decreased.

In the area of educational requirements, practice even
moves ahead of the state laws and regulations.

Although some

thirty states have laws requiring college degrees — only this

many — our data shows that 95 per cent of those who sit for
the CPA examination have attended college, and that virtually
all of those who become CPAs are college graduates, and that

fourteen per cent of those have attended college five years or

more, and so the policy we recommend accords with the trend of

the times.
Now, it’s the natural initial reaction of every one

of us to be against change, and innovation, and it’s not until
we study a subject in some depth that we overcome this initial
frame of mind, but I would like to point out to you that every

leading study has concluded that there needs to be more emphasis
on conceptual understanding, generally learned by formal educa

tion, and less emphasis on procedures and techniques learned
generally by apprenticeship.

Some of you remember the commission on education and

experience which issued its report in 1955.

here were members with me on that commission.

Some of you present

In summary, the

commission recognizes that practical experience advances the
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competence of the public accountant throughout his career, but
some experience in practice has generally been relied upon in
the past and is presently relied upon as a prerequisite for the

CPA certificate, and then this.
booking toward the future, the majority of the com

mission envisions thatthe proposed professional program in the

formal educational process can be made so effective and so
purposeful in its nature that it will constitute the principal

method for preparation for a career in public accountancy as a

CPA.
Our committee believes that this time has now arrived.

We are asking that the Council adopt our report as a policy.

Policies should be long range.

Look to the future and set high

goals to which the profession should strive.

Already two of

our leading states, Colorado and Florida, now have laws and
regulations essentially equivalent to our recommendations.

However, the goals of our report cannot be expected to be
reached all over the country in the near future.

In fact, some

states have yet to require an undergraduate degree, so it is

most likely that it will take a long time to work out the

implementation of this policy, but by adopting it now, we can
point the way to progress in the future.

Mr. Chairman, I move the adoption of the recommendations
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of the Committee on Education and Experience Requirements as

set forth in its report.
... The motion was duly seconded ...

PRESIDENT KENT:

Thank you, Elmer.

The motion has

been made and seconded that we adopt as Institute policy the
statement of recommendations that appear on Pages 7 and 8 of

the report, ten in all.

We are open for discussion.

MR. MERRELL W. SKEELS (California):

Actually I thought the subject was coming up

notes here.
tomorrow.

I made a few

I am ending my term on the Council, and I almost

succeeded in serving an entire term on the Council without

contributing anything to the proceedings, but following Jack
Seidman's admonition, something was bothering me, so I am speak
ing up.

This is in danger of the fact that I may be regarded

as resisting progress, and therefore committing an act of self

destruction.
Like the gentleman from North Carolina, I may be

accused of standing in the way of progress, but nevertheless, I

feel that I must speak up on this subject.
To give you some background of why I feel qualified

to comment on this, I was a college instructor for fourteen
years.

I was a member of the CPA Qualifications Committee of
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the State of California for seven years.

I have been a partner

in my firm for some seven years, and I am speaking at the urging

of a number of college instructors and practitioners who are

vitally concerned. I hope I am speaking with an open mind.
I would like to address myself to a number of topics.
First, with reference to the Horizons for a Profession, I have

read that and reviewed it and I also had the opportunity of
hearing Dean Roy make his initial presentation or an early

presentation at the university a number of years ago.
I find out that the weight that Horizons for a Profes

sion gives to mathematics and qualitative analysis is not the
truth of the original survey.

At that time it was stated that

the number one item of concern, as you will recall — many of

you received stacks of cards which you rated in the order of
preference as to the material or the contents that should go

to the common body of knowledge, that the top one was communica
tions, and that mathematics and related disciplines were some
where down the line.
I would be sure that in conducting seminars on the

Horizons for a Profession at the various regional seminars you

would be obtaining approval because you are talking to people

whose own destinies and strong convictions are best served by
approval of this document.
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So I would suggest, and I am not going to make a
motion to this because I feel that it’s only semantics or anti-

semantic, that the Horizons for a Profession should not be
regarded as authoritative but as a guideline, but I would go
along with that.

I agree as a member, as a past member of the CPA
Qualifications Committee of California, that though experience

is extremely valuable, the experience requirement is not particu

Indeed it's extremely difficult to apply.

larly useful.

There

is such a wide diversity of experience requirements in the
several states.

The various committees and boards are under

continual pressure to dilute the requirement from governmental

agencies, from private industry, from all sources, so it is
indeed difficult to apply.
However, I do not feel that the value of experience,

providing a professional attitude, the ability to exercise judg

ment, technical competence, and a sense of realization, which
no course of college training can give, should be lightly re

garded.

I cannot agree with the statement on Page 14 of the
report that a five-year college is equivalent to a year of
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experience.

I am sure that those of you who have the responsi

bility find the hardest people to deal with are your raw recruits.
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They have little sense of what they are actually about.
In a previous presentation, the committee suggested
the possibility of having a license to practice in addition to

the CPA certificate, and I see that this suggestion has dis
appeared.

Perhaps we should consider this.
I do not agree again with the statement that most

young CPAs having taken the five years of college and having

passed the CPA examination would necessarily work for a public

accounting firm first.

I hope this would be true, but it is

not necessarily the case.

With respect to the Model Program, I will refer to
it on Page 2, it says there two things:

“The committee recom

mends that the Institute recognize the need for education beyond
the baccalaureate degree for those who stand prepared to enter

the profession."
Again, I do not take any opposition to this, but I am

sure there are many students who will disagree with this and
say this is another hurdle that the profession is putting up to
hop over.

It also says, "Business education must not only pace
but anticipate the changes that take place in business and in

the accounting profession."
the reason must prevail.

I agree with this, but I also say

You can educate students what they are
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going to be five or ten years down the road, but I am also

concerned with what you are going to be doing in the intervening
time.

In looking at this program, I do not find myself
basically in disagreement with the recommended program, and some

of my fellow practitioners and my educator friends would not

disagree with that, but I do not find myself seriously in dis

agreement with the proposed Model Program, although it will not
fit precisely some of the educational requirements, particularly

in the State of California.
I am somewhat concerned that the Model Program speci

fies thirty units of mathematics, qualitative analysis, computer

science and related things, coupled with fifteen units of
behavioral sciences, which goes quite a ways beyond the thought

of a conceptual understanding or conceptual knowledge as pro

posed by Horizons for a Profession.
I am pleased, very pleased with the proposed account

ing curriculum, and hope that the colleges come up with not just
units, but the content of the courses and indeed the spirit and

manner in which those courses are presented.

Again, referring to Page 12 of the Model Program,
starting in the middle of the page, it states, "Nonetheless, we

are concerned with the preparation of young people for careers
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in professional accounting,in which breadth of education does
not justify deficiencies in accounting understanding.

If it

were necessary to sacrifice accounting competence in order to

gain the desirable breadth of education, we would need to

oppose that trade-off."
I would agree, but I do not think that's necessary.
A little farther down it says, "We conclude that the optimum
accounting study will require thirty semester hours beyond the
elementary course," and I endorse that enthusiastically.

I am

afraid the trend is very much in the other direction.
My fear is not from the proposal itself, but what

license may be taken by professional educators, and at that

point I must give due credit to Professor Davidson and other
educators that are here.

I am afraid they don't all come up

to the standards of these gentlemen, so I am concerned with
the license taken by professional educators in implementing the

proposal.
With respect to the content of the course, and indeed,
the manner of conducting the courses, it has been stated by

numerous college instructors that it is not their function to

prepare an accountant for service in public accounting or other
wise.

Indeed, that an accounting curriculum does not have an

appropriate place in a college curriculum.

Some of our own
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practicing CPAs have added to this by making some such state

ments, "Give me a man with a good liberal college education,

and I will make an accountant out of him."

Many students are aware of this, and they talk to me
about this.

I am afraid there's been a serious dilution in

accounting courses and the number of credits required, and a
more assiduous attention given to the manner of presentation,

and in many cases this presentation is derogatory to the practice

of public accounting.
The courses should be rigorous.

You would be surprised

to hear there are many courses that require no sort of formal

homework, that are philosophical discussions that do not have
any meat to them at all.
My feeling is that the American Institute and the

various state boards must together in some degree control the
direction of the accounting education.

I do not feel that an

accreditation by the American Association of Schools of Business

and the various accrediting agencies in themselves is sufficient.

These boards are themselves made up of educators.

I would urge the various state boards of accountancy
to adopt today and consider the concept of a license to practice

with prescribed experience requirements in public accounting and

to set up state accreditation committees to look into the content
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of courses in accounting curriculum in their own states, and
I would accordingly like to make two motions.

I will make them

one at a time.
One, I would like to — and this is not necessarily
the precise wording — I would move that a license to practice

should be established by the various state boards of accountancy
before an individual could become an individual practitioner or
partner in a firm of CPAs, such a license to be awarded upon

completion of two years of prescribed experience in accounting
and auditing.

That's my first motion.

There is a motion on the floor.

UNIDENTIFIED:

PRESIDENT KENT:

He is proposing this as an amendment,

as I understand.
MR. SKEELS:

I propose this as an amendment and this

could be Point 11, I think very easily on this, so I make it

as an amendment to the motion.

PRESIDENT KENT:

We will need the exact wording of

your motion, if you will repeat that.
MR. SKEELS:
established

I move that a license to practice be

by the various state boards of accountancy before

an individual would be permitted to become an individual
practitioner or partner in a firm of CPAs, such a license to be

awarded upon completion of two years of prescribed experience in
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accounting and auditing.
... The motion was duly seconded ...

PRESIDENT KENT:

I think we need to be clear before

we get into the discussion of it, and the only way I know to

focus is to have the actual wording which Diane is preparing
at the moment.
I will come back to the exact wording, but I think

we have the substance of it, and possibly can open it up for

discussion, and as soon as we get the exact wording we will
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read it again.

Is there discussion on the amendment?
UNIDENTIFIED: (Illinois): As I understand, this

motion is substantially the Illinois law, which is the granting
of a certificate subject to experience and the granting of a
license to practice.

We do not expect to sway 53 jurisdictions

over to our viewpoint.
successful.

We like it.

We find that it has been extraordinarily
We believe we have a higher quality

academic community, industrial accounting than any other state.

I think our arrogance shows a bit when we gather in more than
our fair share of Sells Award winners and honorable mention

awards.

We did not do this by design.

law goes back to 1903.

Illinois.

We fell into it.

Our

It is administered by the University of

There is a separate board or separate committee on

public accountancy administered by the State Department of
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Administration and Education.
viewpoint.

I would certainly support this

We think it works.

PRESIDENT KENT:

I will read this again, if I may.

The amendment to the motion is:

That a license to practice

should be established by the various state boards of accountancy
before an individual would be permitted to become an individual
practitioner or a partner in a firm of CPAs, such a license to
be awarded upon completion of two years of prescribed experi

ence in accounting and auditing.
MR. RICHARD PADDOCK (Ohio):

President Kent, I take

opposition to the amendment on the floor, for this reason.

It seems to me that this is only a substitution or another tool

to use in lieu of the real meaning of the CPA certificate.

In

my opinion, this certificate has been granted over the last

few years to those who have expressed or have achieved the

academic requirements and who have also demonstrated the experi

ence requirements, whatever they might be, in the various states.

I see no reason to lower the level of the meaning of
the CPA certificate to that of an academic degree, and in my

opinion this is exactly what we are doing by injecting a license

to practice over and above that designated CPA.

If we are going to go this route, I see no reason to
establish an academic degree that has the word public in it.
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If it is a basic idea of our association to provide protection
to the public as wellhas been established here early in the
meeting, the confidence that we heard in the CPA that was re

lated by a user of our services, I think this confidence can be

deleted if we are only an academic level.

I take opposition to

this and I hope that speaking at this time will not prevent me

from speaking again.

If it does, I would like to continue on

the floor on another matter, Ralph.

PRESIDENT KENT:

Other discussion of the amendment?

MR. EDWARD DeMILLER (Mississippi):
a few words on this.

I supported the Illinois position.

think it is the only sound one.

tional requirements.

I want to say just
I

I will not belabor the educa

I will say though that it seems to me a

little incongruous that they talk of no standards for the

experience requirement and yet no effective way has been devised
that I have read on meeting the college requirements.

You will admit, I am sure, that the college require
ments and the degree are very different, and I know of some

colleges where you could go six or seven years and wouldn't

have enough, but I would say this, that as long as you have
small towns and small cities, you are going to have small firms,

and this is a nationwide problem.

We all have small cities and

you have young men who, believe it or not, are going out and
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starting for the first time.

Now, we may call this courtship

in our case, but I notice the medical profession protects itself
and the public interest.

They call it internship, and I

certainly think that is in the public interest that we continue

at least one year, and I hope that the member from California
would amend his amendment, if that be the case, to make it one
year, but I think it is in the public interest that you protect

these people.

Another thing that struck me as almost humorous was
the fact that they

simple problems.

said small clients or small firms have only

If any of you people have ever represented

small firms, you know that is not true.

In fact, sometimes the

advice they get can be more devastating than with a large

client, and I say to you, to protect these people, having at

least one year of experience is certainly mandatory in my opinion.
MR. STANLEY TUNICK (New York):

I think the statement

from the representative from Illinois whose name I didn’t catch
was slightly erroneous because he referred to the fact that

many of the Sells winners were people who came from Illinois.
Well, it's my understanding that one made in Illinois immediately

upon graduation from college.

There is some very excellent

colleges in the State of Illinois and obviously there are some

excellent instructors and college professors there.

So with
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that, by combining good students with good professors, they are
then able to sit for the CPA examination and pass it success
fully perhaps with very high grades, so that the mere fact that

there are many Sells winners in the State of Illinois doesn’t
necessarily mean that the system employed in that state is

necessarily equivalent.
I would like to address myself to some of the basic

I have been on the Board of CPA Examiners in the

thoughts.

State of New York for some six years, five and a half years, I

We have perhaps more applicants than any other

believe.

state, I think even more than the State of California, and we
have to pass upon the experience submitted by applicants.

The experience is that gained in small firms, that
gained in large firms.

ence.

We are not able always to equate experi

We are never able to go behind the scene and see what

type of experience which an applicant obtains.

We ask that

the employer break down the experience into auditing leading to

an opinion, auditing without an opinion, tax work, bookkeeping
work, management advisory services, and that sort of thing,

and the employers under the penalty of perjury are supposed to

set forth this type of experience broken down into these
categories.

At our last meeting we had an application supported by
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such a statement from an employer in which the employer gave
or reported that the applicant had had one hundred per cent

experience in auditing leading to an opinion, one hundred per

cent of this experience in tax work, and of course we found
this very difficult to understand.
We get applications from individuals, and I am not
trying to be funny as I think this is very serious.

We get

applications from individuals who in a period of three years —

we used to require three years and we now require two for those
with undergraduate degrees and one with graduate degrees — but

during the time, even at the present time, we get applications
supported by a series of affidavits and statements from former

employers, and in the course of two years or three years an
individual may conceivably, and this is not exaggerated at all,
may conceivably have had as many as twenty jobs, some lasting

a week, some lasting two weeks, and in many cases, averaging no
more than a month and a half or two months, and I say to you,
gentlemen, that an employer is hardly in a position to determine

what type of work to assign to an individual until he has had
the opportunity to see how that individual reacts, nor is the

individual able to learn very much because he is still feeling

his way, and perhaps if I may use this expression, and forgive
me if it violates the sensitivities of some of you here, it takes
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at least a week or two for some of these people to find out
E50

where the men's room is, and I am still serious when I say this.
A man works for a Big 8 firm or a small firm.

He

may get a good experience in one and he may get had experience
in one.

If he works for a Big 8 firm or in the next eight,

that specializes in a particular area, he may learn a great
deal about that, but he is hardly getting diversified auditing
experience, and I want to go all the way with Elmer Beamer.

I was strong for experience when I first got on the
board.

I am so completely fed up with the kind of experience

which people present that it is my humble opinion that experi

ence is completely meaningless.
Reference was made to doctors and lawyers.

In the

State of New York, a person graduating from a medical school
or a law school may practice medicine and law respectively
without further ado.

No one ever does.

Most of the people

getting out of medical school realize how little they know,
although they have been exposed some to some operative work in
the last year and hospital work, but they all go seeking an

internship, and those who are interested in specialties seek
out residencies after the internships are completed, and I am

sure that the people who are worthy, and I think most of the
people are worthy who go into accounting, will recognize their
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own limitations and will seek out opportunities to work with
organizations, and I think it’s most important that they seek
out good organizations, because there are good and bad, we all

know that, and when we say a person must have one year or two

years or ten years experience, five years of experience with a
good organization is much better than ten years with a bad one.

PRESIDENT KENT:

Is there any more discussion on the

amendment to the amendment?
MR. RICHARD REA (Ohio):

I would like to clear up a

couple of points concerning the misstatements concerning
experience.

It says here in a footnote of the Journal article

that a doctor justifies an internship by saying his patients

come to him with what they think are minor matters, but which
he might have to diagnose as symptoms of serious illnesses.

Well, I think you can say that about a CPA’s practice
too, and I agree with my colleague here from Mississippi.

If

anybody believes that a beginning CPA will have small clients

with small problems, he has never hung out his own shingle
because they may be small to someone who has had practical

experience, but certainly mountainous to someone who has not

had experience.
Something else about the experience being useless,

that the student is given tasks that are routine.

Well, this
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does not happen in a small practice.

It says here that he may

work for several years without being exposed to the decisions
that are reserved for his senior.

That is not true in our firm.

If they can't handle the situations within two years, we can't
keep them.

We come over here to another part and there is a state
ment that says this:

"While the foregoing reasons are bases

for our recommendations, there are two practical considerations

which further support our position.

Most CPAs who plan to

practice independently will take the position with an established

CPA firm for a few years.

The second is, even in the absence of

the experience requirement, the time to require all parts of

the CPA examination will provide most candidates with a period

of practical experience."
In other words, because of these things, the experi
ence requirement isn't necessary.

They will probably get it

anyhow.

Well, let's turn that around and say, since they are
going to work with the CPA firm before they hang out their
shingle and since they are going to take a couple of years to

pass the CPA examination, why not put the experience requirement
in because it isn't going to hurt anybody.
In my opinion, there is no substitute for experience.
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MR. GEORGE BENSON (California):

Did the man from

Illinois say that Illinois does not require experience?

PRESIDENT KENT:

The question is whether you said

that the State of Illinois does not require experience.

UNIDENTIFIED (Illinois):

Illinois does not require

experience to either take the examination or receive a certifi
cate.

It does require presently one year’s effective experience

before licensed to practice.

MR. BENSON:

I am a graduate of the University of

Illinois, and I did not win a Sells Medal, but I took the Illinois

examination and it did not require the experience, and the

result was that I had a certificate which was dated one day
after my 22nd birthday, and at that time I think I knew nothing

about business or business practices or the operations in an

accounting office, and I think if I had been the more aggressive
type of person, I might have decided because of my academic
success to go into public accounting.

did not go in on my own.

I didn’t.

That is, I

Had I done so, I think the result

would have been disastrous for my clients and disastrous for
roe.
I think that there is a good deal of merit in what

the committee has proposed in giving academic recognition to
those who are not in a position to get the public accounting
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experience but are interested in our field, and have complied

with the academic requirements, but I certainly agree with Mr.

Skeels in view of the fact that the public should be protected
by not turning loose of the young men who may have had the ba d

judgment to try to practice public accounting without any
experience in an accounting office.
I further submit that even though their accounting

education and that experience may not be all that it should be,

they will have learned a great deal in contact with the public,
working under the leadership of other people or direction of
other people, and working with their colleagues on the same

level which will prove to be extremely valuable to them in
public accounting practice when they do decide to embark by

themselves or in partnership in such a career.
I think also that the experience requirement will

protect them from possible liability.

PRESIDENT KENT:

We are discussing the Skeels amend

ment which requires two years of experience.

MR. MARVIN STONE:

I probably shouldn't push my luck,

but I cannot sit still and listen to this discussion without
entering in because I do have some strong feelings on the subject
of experience.

I have, as Stan Tunick has indicated, I have also sat
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on the State Board of Accountancy in Colorado for three years
and found the same frustrations with trying to apply an impos
sible set of standards to a lot of data that is absolutely

impossible to police.

There is only one thing worse than having

standards, and that is having a standard which no one can recog
nize, measure or police, and that is what we have now in the
so-called experience requirement.

We are aligned falsely on something that, well, we

sleep better because we think we have something more than we
have.

As a practical matter we don't really have anything.

It

would be just as though the CPA examination, if we all thought

it would be policed properly, given properly, that everyone was
taking the same subjects and was being graded the same way, and
then we come to a Council meeting sometime and someone would

inform us, well, no, only ten per cent of them are graded at
all.

The other ninety per cent, theyjust use statistical

samplings, and they figure they come out the same way.

I only

point that out as an example of the fact that we are now rely
ing on something which is unreliable, and there is no practical
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way of making it reliable.

I know I was up on Elmer's committee for a year before

I was nominated for president, and we began talking about ways
to make it reliable.

For example, the possibility of an enforced
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internship.

Medical internships are reliable and useful

because they are accomplished in an arena where they can be
policed.

They are in medical schools or hospitals where some

body can do something to police them.

There was no way we

could determine that was possible in accounting.

Perhaps

some day it will, and if that is the case, I would be all for

it.

I agree with the gentlemen that have spoken in favor

of experience, that it is a valuable thing and can provide
valuable attributes, but I cannot see that we should continue
to rely falsely on the experience requirement that is not use
ful.

Now, directly to Mr. Skeel's amendment, I have some
concern about attempting to enforce a situation which although

it has worked well in Illinois, I think it needs a great deal

of study.

Elmer's committee in an interim report to the

Council considered recommending something similar to that, and

they found many serious problems with it, particularly the

practical legislative program of forcing it on 53 jurisdictions
which have, despite the freedom of action, not seen fit to put
anything like that in existence, despite the example Illinois

set.

It begs the question.

Merrell Skeels is trying to
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accomplish precisely the undoing of what Elmer's committee has
discussed and studied long and hard for two or three years.

He in effect is saying, let's emasculate it and give it
different direction.

I am very much opposed to it.

I am also very concerned with the discussion that indi
cates some feeling that this is a large firm-small firm subject

and that there should be some lines drawn. I too am with a small
firm, and I certainly feel with Dick Rea and Ed DeMiller, good
friends of mine, that there are certainly big problems facing

some of our small clients, but don't let this line draw us to
decide one way or the other on the experience requirement.

It's an unfortunate thing that all these fellows can't
go into small firms first.

Some of them wander into the big

firms and they don't get that good experience, so we have to
set these standards for some of the benighted individuals that

don't have the benefit of small firm experience.
Let's set reasonable practical standards, standards

that are enforceable, standards that we can rely upon, standards
that make us sleep better at night, with good reason, not with
poor.
MR. REA:

I would like to make one comment.

I was

called on the telephone by a member of the Ohio Board of
Accountancy who believes Ohio should maintain its experience
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requirement, and he did not express to me any distaste to having
to make this application which the others say is so difficult.
Then, on the other hand, on the experience require

ment I have a very simple suggestion.

Don’t allow anybody to

sit for the CPA exam unless they have worked for a small firm.

Then you will know they have the right experience.
PRESIDENT KENT:

amendment?

Are we ready for the question on the

I point out that our amendment motion is defective

in that to be complete it would have to modify Recommendation 3,
Recommendation 4 to be properly drafted, Merrell, but I think we
can vote on the substance of this particular amendment, and

we can come back to the other if the motion passes.
The motion as made would be that we would add Item

11 to this list of recommendations on Page 8 of the report to
the effect that a license to practice should be established by

the various state boards of accountancy before an individual
would be permitted to become an individual practitioner or

partner in a firm of CPAs, such a license to be awarded upon

completion of two years of prescribed experience in accounting
auditing.
All those in favor of this motion to amend and add

Item 11, signify by saying "Aye."
(Noes)

The motion fails.

(Ayes)

To the contrary?
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MR. SKEELS:

In view of the action of Council, I think

my second amendment becomes all the more important.
I move in whatever way it’s necessary to modify the

recommendation that the various states boards of accountancy

should establish accreditation committees to review not only the

accounting curriculum but also the content of the courses in the
colleges within their jurisdiction, these committees to be made

up of practicing CPAs.
PRESIDENT KENT:

We will get the exact wording of this

from Diane and then I will read it.

Is there a second to the

motion?

... The motion was duly seconded ...

... The question was called for ...
PRESIDENT KENT:

Gentlemen, the question has been

called for, and we have the wording.

The motion to amend which

has been seconded is that the various state boards of accountancy

should establish accreditation committees to review not only the
accounting curriculum but also the content of the courses of

the colleges within their jurisdiction, these committees to be
made up of practicing CPAs.

All those in favor of this amended motion, signify by
saying "Aye.”

(Ayes)

To the contrary?

(Noes)

Merrell, you have had a bad day.

The motion fails.
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We are now back to the main motion.

Is there further

discussion?
MR. DONALD SCHOEDEL (Washington):

In trying to talk

about the main motion, in our state we have discussed some of
these propositions to be brought to Council at this meeting,
and I think this is the one that the group in my city and

also it was exposed to the State Society Board, took exception
to as far as elimination of the experience requirement.
I am talking from a state that has just passed inci

dentally a law, the legislature passed a law which has upgraded
our educational requirement to a four-year baccalaureate

degree or the equivalent thereof.

I think we feel it would be

premature at this time to substitute five years and eliminate
the experience requirement.
I agree wholeheardtedly with most of what Mr. Skeels

from California said about the experience requirement and the
education.

In one sense I don’t feel that we are going far

enough, if we are looking at a long-range objective in requir
ing only five years of college study.

I notice that in the booklet which was reprinted in
our advance material, "Academic Preparation For Accounting

Professional Careers," some of the things we have been talking
about the last two days.

One is in the suggested curriculum
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and there is no course in ethics.

Every lawyer that goes to

law school takes a course in ethics.

I believe most law schools

I am familiar with have strong courses in professional ethics.
We talk a great deal about management service, and this curricu
lum does not provide for this.

That may be somewhat beside the

point, but nevertheless, if we are going to eliminate the

experience requirement, we should beef up our academic prepara
tion similar to what the lawyers have done and what the other
E 52

professions have done and are doing.

As I say, our state is very desirous of not having
the experience requirements eliminated at this time.

We think

that experience can be evaluated, that our State Board of
Accountancy can, I think similar to the California State Board

of Accountancy, in evaluating experience, can make sure that

some of the experience is in the attest function, and I think
that if proper controls are installed, that the State Board can

do this.

Admittedly the system would not be perfect, and some
body is liable to get by without the full experience, but I
think experience can be evaluated.

As one person in one of our meetings said, any experi
ence is better than none, and I certainly agree with the comments

that small businesses have as large problems as big businesses
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and a lot of times are only relying on only one person, and
that's their CPA for advice, whereas large businesses have

many people who can give that advice.

To that end, to reflect

our thought in this, I would like to offer an amendment to the
recommendation to the Beamer committee, and realizing we are

in agreement with most all of these ten recommendations, I move
to amend Item 3 to strike the word "no" and add the phrase "one
year of," and to add "also" after "should," and that would make
Item 3 reads

"At least five years of college study are needed

to obtain the common body of knowledge for CPAs and should be
the education requirement.

For those who meet this standard one

year of qualifying experience should also be required."

Then I would also require an amendment to Item 4 to
strike the second sentence, and then that would read:

"The

states should adopt this five-year requirement by 1975."
MR. SKEELS:

I second the motion.

... The question was called for ...

PRESIDENT KENT:

It's been proposed that we amend Item

3 on Page 7, in the second sentence to read, "For those who meet
this standard, one year of qualifying experience should also be
required," and in Item 4 that we delete the second sentence so

Item 4 would be merely, "The states should adopt this five-year
requirement by 1975."
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All of those in favor of that amendment please signify

by saying "Aye."

(Ayes)

I can’t determine it.

The "ayes" please?
and "noes" 90.

To the contrary?

(Noes)

I am sorry,

I will have to ask you to count off.

The"noes"?

The final count is "ayes" 73

The motion is lost.

We are back to the main motion.

... The question was called for ...
PRESIDENT KENT:
the main motion.

The question has been called for on

On Pages 7 and 8 of the Committee’s Report

are the list of the ten recommendations before us.

no changes to the typed material.

There are

All those in favor of adoption

of this statement of recommendation, please signify by saying
"Aye."

(Ayes)

To the contrary?

(Noes)

The "ayes" have it.

We will now take a twenty-minute break for coffee.
... A short recess was taken ...

PRESIDENT KENT:
order.

Gentlemen, will you please come to

Having bribed you several times as to false promises

as to the weather, the chairman of the Golf Committee would like
to make this announcement.

MR. WELLINGTON:

I am sorry to have to report that I

have a report from the golf pro that even if it stopped raining
right now and didn’t rain again before tomorrow, they would not
be able to allow carts on the course tomorrow, and the availability
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of caddies is very uncertain, so I guess we ran out of rain

checks on the golf tournament, and it will have to be cancelled.

PRESIDENT KENT:

of our program.

We are now entering the final stages

To get a focus on what we have left to complete,

which I would guess we will do by 6:00 o'clock, we have John

Lawler’s talk, followed by talks on The Federal Tax Scene,
followed by discussion of questions and suggestions which

members of Council have received from their constituents and
new business, and concluding statement.

We will now take up John Lawler's talk on The Divided
House of Accounting, a fascinating subject.
MR. JOHN LAWLER (Administrative Vice President) :

In

view of Jack Carey's comment that Ralph Kent quoted, I can

hardly wait to get back to New York to tell him that under the
new management, the three-day crowded schedule was completed

in two.
... Mr. Lawler then presented his prepared paper ...
PRESIDENT KENT:
inspiring talk.

Thank you very much, John, for an

I think we will find this talk reproduced and

distributed in due course, and unless there is anyone who would
like to talk on any part of it now, we will move along.
We move then to the Federal Tax Scene and we have a

duo of Bill Barnes, Chairman of the Executive Group of Tax
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Division, who will talk about the Current Situation, to be
followed by Al Cohen in his capacity as Chairman of the Commit
tee on Tax Policy, who will talk about CPAs and future tax

policies.
MR. WILLIAM T. BARNES (Chairman, Executive Group of

Tax Division):
of Council.

Mr. President, distinguished guests, and members

Beware the revolt by taxpayers.

sores of tax privilege must be eliminated.
be prevented from issuing Chinese money.

The festering

Conglomerates must

The Internal Revenue

Code is a house of horrors.
These are some of the emotion-packed charges which
form the backdrop of the great tax reform debate of 1969.

While all of these statements tend to be extreme in

their judgments of what will happen or what should be done to
the federal tax system, nevertheless, they represent sentiments

of high level people and influential pressure groups both in and
out of government.

It's clear that the clamor for tax reform, however
defined, has reached a crescendo perhaps greater than it has been

since the enactment of the first income tax law.

Congressmen

on the whole seem genuinely concerned about a taxpayer backlash.

Heads of the tax writing committees have spoken out for tax

reform.

So have key administration officials, and the press has
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so popularized the term "tax reform" that it is a commonly dis
cussed topic in the home as well as in business.
It has been said that the Internal Revenue Code is

becoming an all-purpose tool with which to abolish poverty,
clean up the air and rivers, relieve penny-pinched states and
E53

cities, tame the business cycle, and defend the dollar.

Certainly no one will deny the need for an extensive
and open discussion of what should be done about our tax system,

but agreement begins and ends at this point.

The contravening

points of view of economic and social forces, emotionalism
exhibited by some of these forces, and practical political

maneuvers have created the environment which has led to the
demands for tax reform.

At the same time these factors tend to act as obstacles
to specific reform legislation.
unique.

These conditions are not new or

What is different is that the social, economic and

political urges for tax reform have meshed as one at this stage

in our country's history.

It appears to me, therefore, that

notwithstanding the difficulty of achieving tax reform of one
sort or another, the climate for meaningful reforms has never

been better.
Naturally, it is difficult to say with any precision

what changes will take place or what form they will take.

The
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best I can do is to present to you what I hope are informed
judgments of what will be the outcome in the near term of the

great tax reform debate.
Where does the Institute, and more particularly, its

tax division, fit into this debate?

The Institute through its

tax group has felt the responsibility to speak out on proposed

changes in the tax structure.

It has done so in two ways:

First, by the initiation of its own proposals for tax
legislation, and second, by reaction to proposed legislation

initiated by others.
For many years our self-initiated proposals have been

formalized biennially into a booklet of recommendations for
amendments to the Internal Revenue Code.

Each revised booklet

is submitted to the House Ways and Means Committee with copies
to all Congressmen.
The proposals are discussed with Treasury officials

and staff of the Joint Committee.

The recommendations contained

in our current booklet and those which will appear in our soon
to be published 1969 edition are generally of a substantive

technical nature.

They axe intended to clarify and simplify

complex provisions to eliminate outdated provisions and to

remedy certain inequities.

In short, they are not what one

would describe as sexy tax policy recommendations, although some
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deal clearly with matters of tax policy.

On a number of past occasions consideration has been
given to whether these self-initiated recommendations should not

deal with broader tax policy matters.

Each time, for a variety

of reasons, not the least of which was available resources, it
was concluded that no change in direction was possible, however

desirable it would be.

I for one welcomed the shot in the arm

given to the matter of tax research when Ralph Kent appointed

Al Cohen's tax policy committee.

I do not intend to belittle our current posture on
self-initiated proposals.

Our recommendation booklets have

served as useful tax documents as well as focal points for

discussing proposed changes with Congressional and administra
tion leaders.
Not to be overlooked is the continuing public service

value which accrues to the Institute as a result of the mere

publication of these documents.

In addition, recently our Tax Division, the tax section
of the American Bar Association, and Dr. Lawrence Woodworth,
chief of the staff of the Joint Committee on Internal Revenue

Taxation have joined forces to work on a joint legislative
package of technical amendments embodying a number from our

latest booklet.

Congressman Wilbur Mills has given his endorsement
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to this project.

So much for the self-initiated recommendations.

I will turn now to the second way in which we
participate in the legislative process — reaction to Congres

sional and administration proposals.

In this area we have also

generally confined our comments and recommendations to substan

tive technical matters, but it is here that on occasion we have

taken positions on what are clearly matters of broad tax policy.
While this may come as a surprise to some, others

may feel that we have not dealt enough with tax policy matters.
Be that as it may, the facts are that we have spoken out on

select tax policy matters where in general it could be assumed
that greater credence should be given to the positions taken
because they were expressed by CPAs.

Al Cohen will have more

to say on this point in his presentation.

Our accomplishments in this phase of our legislative
activities is difficult to assess.

The enactment of tax legis

lation is an involved and frustrating political process.

It is

a process which involves endless series of compromises resulting

from political judgments, practical expediency and plain horse
trading.

Considering the environment in which tax legislation
is enacted, I believe that there have been enough situations in

which legislation has reflected our views to warrant continued
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diligent efforts in this area.

This brings us back to what is happening today and
to our involvement in it.

I was privileged to represent the

Institute on April 1 before the House Ways and Means Committee

in connection with its hearings on tax reform.

I presented a

141-page booklet commenting on certain of the Treasury’s 1968
proposals and selected other recommendations which we felt were

responsive to Congressman Mills’ request for ideas.

We

commented on only those Treasury proposals on which we could

reach a consensus.
My appearance before the House group was the culmina

tion of hundreds of hours, manhours of work crammed into a

short period of time by members of the tax division, especially
its executive group.
I would be remiss if I did not publicly acknowledge
these great efforts.

In the remainder of my talk I will briefly summarize
the more significant comments and recommendations which we

presented to the House Committee, and then engage in a little
crystal ball gazing on what appears to be the shape of things
to come.

We felt that some of the cures recommended for the

alleged abuses of private foundations go beyond what is required
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to eliminate such abuses and may have an adverse effect on the

flow of funds to charitable uses.
While expressing this view, we felt that the following

changes are desirable:
Dealings between a private foundation and donors or
other related persons should be curtailed.
A specific time limit should be placed on the distri

bution of income realized by a private foundation in any one
year.

A private foundation should be prohibited from owning a

beneficiary interest of more than fifty per cent in any unrelated
business enterprise.
You will recall that the Treasury Report recommended

a limitation of twenty per cent.

Foundations should be prohibited from engaging in
trading and speculation.

We felt that HR-12663 introduced during

the last Congress to deal with the so-called boot strap sale of

property to charity seemed unnecessarily harsh in attempting
to tax all debt financed income.

As an alternative, we suggested

that the present exemption from the unrelated business income
tax for rents from personal property leased with realty should
be eliminated.

We recommended that the tax on Unrelated business

income should be extended to apply to additional exempt organizations
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including churches, social welfare organizations, social clubs,

and fraternal beneficiary associations.

We recommended that the

specific deduction allowed in the determination of unrelated
business income be raised from $1,000 to $5,000 to eliminate

the burden of compliance.

We expressed the view that the regulation issued in
1967 in which the advertising activities of a periodical pub
lished by an exempt organization are singled out for treatment

as unrelated business income are unrealistic in concept and go

beyond the requirements of the statute and congressional intent.

We felt that it is possible for both the advertising
and editorial content of one of these publications to be
functionally related to the exempt purposes of the organization.
Accordingly, we recommended that the Code be amended to incorpor
ate the following concepts.

A trade or business should be de

fined along vertically integrated lines so that advertising

activity alone would not constitute a trade or business.

Second, if the activities of such defined trade or
business are functionally related to the purposes for which an

organization has been granted exemption, this trade or business
should not be characterized as unrelated to the exempt purposes
of the organization.
The Treasury proposed that a taxpayer could deduct no
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more than $15,000 of farm losses in any one year against other
income earned in such year.

The primary purpose of this pro

posed legislation is to curb the ability of high bracket non

farmers to obtain substantial tax benefits through a combination

of capital gain income and ordinary expense deductions.

We

agreed that this is an area of abuse and favored the Treasury's
proposal with certain modifications.
The Treasury proposed that the definition of deductible

moving expenses should include the cost of pre-move house hunting

trips, temporary living expenses, meals and lodging up to
thirty days, and certain real estate expenses such as commis
sions to real estate agents.

The Treasury would have placed an

overall limit of $1,500 on the deductibility of such expenses.
We thought that the proposed limitation was grossly inadequate
and we recommended there be no limitation on the amount of reim

bursement of indirect expenses reasonably incurred when an
employee moves.
We are pleased to note in passing that the Nixon
administration has proposed an increase in that to $2,500.
We supported the Treasury's proposal that the standard

deductions be increased to fourteen per cent of adjusted gross

income with an $1,800 limitation.

This change would restore

the use of the standard deduction to approximately the level
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which existed in 1944, and it would facilitate the administra
tion of the tax system.
The Treasury proposed that the minimum standard

deduction be increased to $600 plus $100 for each exemption to

provide greater relief for lower income taxpayers.

Without

expressing an opinion as to the adequacy or inadequacy of the

amounts involved, we supported in principle the Treasury’s
recommendation because it would simplify the application of

the tax laws to many low income returns.

The Treasury’s proposed tax reform program included
the establishment of maximum and minimum income tax levels for

individuals, calculated on a recomputed and expanded tax base
which would include fully and partially tax exempt income.

We expressed the view that the ability of individuals

to realize large amounts of disposable income with little if
any payment of tax undermines public confidence in our self

assessment system.

While expressing this view, we felt that

the Treasury’s minimum income tax proposal would attack in

directly specific items which should be dealt with through
direct legislation.

For this reason and because it would

further complicate the present overcomplicated tax system, we
opposed the Treasury’s proposal.

We advanced two general recommendations regarding the
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income averaging proposals.

First, we recommended that the

one and one-third per cent plus three thousand limitation be
eliminated, and that a taxpayer be allowed to qualify for the

application of these provisions if his adjusted taxable income
exceeds his average based net income by the amount of the
dollar span of his marginal rate bracket.

Second, we recommended that long-term capital gains
be eliminated from all phases of the averaging computations.

In general, we supported the Treasury's proposal which
would tax Sub-Chapter S corporations as much like partnerships
as possible and would remove undesirable restrictions and

computations.

We recommended that the accounting principles origi
nally recognized in Sections 452 and 462 of the Internal Revenue

Code of 1954 should be re-enacted in a form which would mini
mize the effect upon the revenues.
We recommended that the cost of purchase of good will,

trademark, trade names, secret processes, formulas, licenses,
and other similar intangible assets should be amortizable over
a stated period fixed by statute, and we recommended 120 months.

We supported the Treasury's proposal which would
substitute an unlimited marital deduction for the existing

fifty per cent marital deduction.

We thought the proposal would
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bring equity to the tax law.
We opposed the proposed penalty substitute tax on

generation skipping transfer.

We felt the proposal was not

only undesirable from a conceptual viewpoint, but its implementa

tion would be so complex as tomake it completely unacceptable.
We expressed approval of the Treasury’s recommendation

that the dual tax system for transfers, gift and estate be re
placed by a unified transfer tax system.

This approval was

based on the premise that current rates would be reduced sub
stantially, the exemption of tax-free transfer would increase,
and the steeply increased rates for the small and medium sized

estate would be substantially lower.

We recommended that the

proposed $60,000 exemption from tax be increased to $100,000.
While we agree it is both desirable and necessary to reduce the
estate and gift tax rates, we felt that the Treasury’s proposal

of twenty per cent reduction in existing tax rates was not
sufficient in the lower tax brackets applicable to small and

medium sized estates.
We opposed the Treasury’s proposal on the taxable
gain tax on assets transferred at death or by gift.

There is

to be a change in existing law and I think it’s very likely

that there will be one.

We recommended that the income tax

basis of the property of the decedent be carried over to the
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transferee as just now in the general rule with respect to

property transferred by gift during life.

Income would only be

taxed when the property is sold or exchanged by the transferee.

As you can see, our latest legislative presentation

dealt with a number of substantive matters as well as policy
issues.

We hope to work closely with Congressional and Treasury

officials on any specific legislation which may emerge as a

result of the hearings.
Of course, that is the jackpot question.

What speci

fic legislation will emerge this year?
Based on the stated views of the leaders of the House

Ways and Means Committee, and striking similarity between the
Nixon administration proposals and the Johnson administration

proposals, it would appear that the following items are the
most likely candidates for specific legislation this year.
E55

Certain abuses by private foundations would be prohibited.
Self-dealing between the foundation and related parties and
failure to distribute realized income annually to charity, and
control of operating business corporations is under considera
tion.

In addition, administrative changes would be made to

provide much closer scrutiny and auditing of foundation activi
ties .
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The unlimited charitable deduction will probably be
scaled down.

A phased reduction in the number of surtax exemptions
allowed a group of corporations would be imposed until only one
exemption is ultimately allowed.
Abuses by gentlemen farmers would be eliminated either

under the 1968 Treasury proposal, or it is a somewhat different
proposal of the Nixon administration.
The deduction for moving expenses will undoubtedly be

substantially liberalized.

There appears to be an excellent chance that the
rules permitting small business corporations to be taxed simi

larly to partnerships will be liberalized and pitfalls elimi
nated.

The ultimate disposition of certain other major pro
posals is less clear because some of the differences in approach.

The items in this category are the treatment of tax preferences.

The Johnson administration proposed a minimum income tax.

The

Nixon administration would propose a fifty per cent ceiling on

the amount of an individual’s total income which would enjoy
tax preferred status.

Congressman Mills appears to like neither

of these approaches but prefers to deal directly with the
preference which gives rise in the tax-free income.
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The Nixon administration would provide a low income

allowance to assure that families at the poverty level would
not be required to pay Federal Income Tax.

The Johnson adminis

tration proposed to accomplish the same objective by increases

in the minimum and standard deductions.
It’s not at all clear at this time what the leadership
in the House Ways and Means Committee thinks about this item.

Congressman Mills' approach to stem the tide of con

glomerate:

combination would be to limit interest deductions on

certain convertible debentures.

On the other hand, President

Nixon proposed that regulations be developed to distinguish

debt from equity for purposes of the interest deduction.

It

appears certain, however, that some form of legislation will

emerge in this area.

Up to this point I have not mentioned what for many
was the biggest surprise in the President’s tax proposal.

That

is the coupling of the repeal of the investment credit with the
phased reduction of the surcharge down to five per cent next
year.

High ranking officials of the Nixon administration only

one week prior to presentation of the proposal announced that

repeal or suspension of the investment credit would not be

recommended.

What was not adequately covered in the press was

the strong demand by organized labor that the investment credit
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must be repealed as a positive inflationary retardant.

Also generally understated was the apparent influence
on President Nixon of the resolution passed by the Congressional

Democratic caucus in favor of repeal of the investment credit.
Unless the business community decends on Washington to oppose

the repeal of the investment credit, it seems quite likely that
President Nixon’s proposal will be enacted.

Still to come are proposals to provide tax credits
for job training and business development in ghetto areas and

revenue sharing with the states.

In the words of Congressman

Mills there appears to be a definite momentum at this moment

for constructive action.

Leaders on both sides of the aisle

in Congress have criticized the band-aid nature of the Nixon
administration’s proposal.
The American Federation of Labor-CIO has announced

an intensification of its drive for tax reform, stating that it

is supplying 200,000 union activators with the facts on tax

reform proposals.
The target date for House passage of the general tax
reform bill is early August.

The time alone will tell whether

this schedule will be met and a significant number of the reform

measures enacted.
Thank you very much.

I have enjoyed talking to you.
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PRESIDENT KENT:

statement.

Thank you, Bill, for a comprehensive

Any questions to be directed to Bill Barnes?

If not, we will move to Al Cohen, and the subject of
his presentation is CPAs and Future Tax Policy.
MR. ALBERT H. COHEN (Chairman, Committee on Tax Policy):

Thank you, Ralph.

I can't really begin my prepared remarks

without expressing my appreciation to the program group for this

enviable slot on the program, and in particular, for the very

interesting preliminary bouts that they provided.

Rarely have

I felt that my remarks and particularly my conclusions were looked

forward to with such anticipation.
The Committee on Tax Policy was appointed by President
Kent last fall as an adjunct to the Committee on Tax Division
to consider the scope of activities of the Institute in the

field of tax policy, with the objective of identifying and to

the extent possible defining an appropriate sphere within which
the Institute should seek to exert its influence and to design

an organizational structure which might be established to permit

the development of positions on tax policy, if the development

of such position should be considered appropriate.
The committee is composed of five, members, three in

public practice, one an educator, and one representing industry.

I want to assure you that at this time I do not intend
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to present any resolutions, amendments to resolutions, or any

thing of that sort.

My remarks

have not been cleared with

Council, the Executive Committee, the Executive Group of the
Tax Division, and in fact the language I will present has not
even been cleared with my committee, which leaves them in the
very comfortable position of being able to deny it all.
As a preliminary step, the committee reviewed the

activities of the professional bodies representing the organized
accounting professions in other countries, all of the Englishspeaking countries and a number of other countries where there

was an organized accounting profession, to discern their activi
ties in the field of tax policy.

We should not be ashamed of even the limited activi
ties we have conducted in the United States because, by and

large, the accounting profession throughout the world has been
rather reluctant to assert itself in tax policy matters, pre

ferring to deal with the rather limited scope of technical
recommendations following the introduction of policy matters by
other authorities.

We also reviewed the activities in the United States

of a number of other professional organizations such as the
American Accounting Association, Financial Executive Institute,

Tax Executive Institute, and so forth, and again, our activities
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in the past have not made us out of step with what has been

done by other organizations.

In our work which has largely been completed in a

preliminary way, we reached a number of observations that
influenced our decisions and will affect our recommendations.
Let me run through some of these for you briefly.

First of all, we were very much impressed by the fact
that there is no single concept of what is an ideal tax struc
ture.

The tax structure that we actually have at any point

in time is invariably a blend resulting from a compromise of
conflicting economic, political and social points of view and
objectives.

Within this context, it is probably impossible for a
homogeneous group such as the accounting profession to be
completely objective.

By its very nature, such a group as

ours must have a point of view, and this point of view must
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influence its evaluation of what is good and what is bad.
Because of its unique position in the United States

legislative scheme, the Treasury Department has been the primary
factor in making major policy decisions in the tax field, particu

larly those involving concepts of tax reform.

Even the Treasury

Department cannot be said to represent a purely objective point

of view, however, because of its concern for overall tax revenues
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and other economic, political considerations.

Another observation that we had to come very much to

grips with is the proposition that in any program of tax policy

pronouncements by the Institute or by any membership organiza

tion similarly situated, it must be recognized that there is a
likelihood or at the least a risk that some of the positions
which might be advocated could be unpopular either with segments

of the membership dr with segments of the clientele which the
membership serves.
Unless the Institute is going to take controversial
positions on occasion in the tax area, as it has in other areas,
a more active role in policy matters should not be undertaken.

Another observation with some significance is that
in order to develop a meaningful tax policy position, adequate

research is required, and efforts should be made to anticipate

major policy debates several years in advance.
For its part, as Bill Barnes has pointed out, the

Institute’s past activities in the tax policy field have not

been insubstantial, but in general they have sometimes lacked
the planning, the organization, and the financial support

necessary to make the Institute a major factor in tax policy.
This is not intended to be critical.

Rather, this has resulted

from a lack of some support in the financial area and perhaps an
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absence of a clear direction from the governing body.

For the most part, the Division of Federal Taxation
and its predecessor, confined their expression of views to

technical matters within the tax scene, concentrating on the
problems of interpreting, applying and administering the results

of a legislative decision in the making of which the Institute had
rarely expressed its views.

In short, the rule of the Division

of Federal Taxation has been largely responsive rather than
creative.

It has emphasized and been based primarily on the

skills and competence of CPAs generally in applying a given
set of tax rules to specific sets of circumstances.

There have been occasions, of course, where the
Institute has spoken out on tax policy of even the broadest

nature.

In 1948, for example, the Institute was very strongly

in favor and in advocacy of a split income in married couples
which led to the enactment of the joint return legislation.

In 1961 the Institute spoke out freely on the matter
of the investment credit, and recently, several weeks ago, the
Institute has at least approved a Treasury recommendation to

extend the income tax to unrelated business income of churches.

Now, clearly, these are policy matters rather than
technical matters, but we have to recognize in any further
efforts of the activities of the Institute through its Tax
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Division and the Tax Policy area that anything the Institute

does can only contribute — it cannot control the destiny of
our tax structure.
In a highly developed nation such as ours, as I
mentioned earlier, the tax structure must reflect the blend and

it must change.

It must reflect new economic, social, political

and other forces which are constantly exerting themselves and

which converge to establish national aim.

This composite we

hope might be more influenced than it has in the past by Insti

tute activities.

In this kind of a setting the expression by a respons

ible group and a knowledgeable group of its concepts of a desir
able feature, of the desirable features of our tax structure is
a genuine public service, and without regard for the final

results can make a contribution to the ultimate establishment
of tax policy.
In our society every individual and every organized
group has a right to a point of view and a right to express it.
In considering the role of the accounting profession and the

Institute in tax policy, however, these basic rights simply

permit the consideration of the broader policy, the broader
question,

what is more important is whether the profession can

and should develop its concepts of features of a desirable
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structure from the point of view of its membership in such a
way that these views take on added significance, greater signi

ficance than the mere numbers of members whose views are pur

portedly being expressed.
The committee on tax policy feels that the Institute

does probably have a right to expand its role in the area of
tax policy and should do so, and our recommendation ultimately

will be along those lines.

As a group, practicing public accountants have a number
of characteristics which especially qualify them to have a mean

ingful understanding of some of the more important features of
our tax structure.

Unlike most other organized groups, they

have a constant opportunity to observe the tax structure as it

exerts its influence upon a broad spectrum of tax base, indi
vidually and collectively, and how it affects the manner in which
those taxpayers act, and the processes which they reach decisions.

CPAS have had extensive training and experience in the problems

of income determination and in the practical economics of busi
ness operations, if not in the micro-economics of broad national

policy, and of equal significance, they have a reputation for
and a tradition of independence and objectivity which, if
carried into the development and expression of views on tax
policy, can bring added weight to those views.
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These characteristics go beyond the extensive practi
cal experience of most public accountants in simply applying an
extensive set of rules to practical, factual cases of the very

technical experience on which most of the views and recommenda
tions of the profession have heretofore been based.

Thus, it can be concluded that the Institute and the

accounting profession as a group have common characteristics
which bring special significance to their views on tax policy,

but this special significance does not extend to all features
of tax policy, at least in equal degree, nor does it mean that
ultimate decisions in tax policy need necessarily those views
in order for our tax structure to be sound and equitable.
This also suggests that in any program of expressing
its views on tax policy by the public accounting profession, the

first things that should be dealt with are those features in the

tax structure where the profession’s qualifications are highest,
and only later, if at all, should other features be dealt with
where our qualifications are good but perhaps not exceptional.

The suggestion is also that in expressing the views
of the profession, they should not be expressed in the impera

tive, but again should continue to recognize that the ideals as
seen from our point of view may have to yield to some other per
suasion, possibly of a compelling political, social or economic
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nature.

Our goal throughout should be that the point of view
of the accounting profession is expressed and that it is given
consideration by those charged with ultimate policy making

responsibility.

In the final analysis, the acceptance which might be
accorded the tax policy views of the profession will depend on
how closely they meet a number of standards.
of these are:

The more important

The views should be based upon the recognized

special competence and experience of CPAs as a group and should
demonstrably have the support of the membership of the profes

sion's organization.
The views should be supported by adequate and compe

tent research.

The views should be based on the objective goal of
a sound and effective tax structure in the public interest and
they should not seek a narrow self-interest either for members
E57

of the profession or for other special groups.

This should not

prevent the profession from seeking in its own self interest
as long as it acknowledges whenever it is doing so.

Within these limitations there are many broad areas
of tax policy where the accounting profession may express its
views and where the committee will recommend that they do so.
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Some examples are:
The desirable relationship between financial account

ing principles and the principles for determining taxable in

come .
The timing of taxable income and deductions.

The appropriate tax treatment of broad classes of

transactions such as those involving capital gains, employee
compensation arrangements, corporate reorganizations, and so
forth.

Those features of the tax structure which affect the
choice of form of organization for conducting business.
The relationship between the tax rates and the assess
ment of taxes on an annual basis with the resulting need for
improvement in income averaging plans.

The incentive or disincentive features of the tax

rules on business and personnel decisions.
None of the above is intended to imply in any way that
the Institute should attempt to state provisions with regard to
the specific social, economic or political issues themselves

where these issues may be sought to be obtained through the tax

structure.

It is also quite unlikely that the profession as a

group might express its views on topics such as the desirability
of the social, economic or political goals that might be sought
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through the tax structure, the manner in which the tax structure

allocates the aggregate burden among competing social or economic

groups, the level of tax rates themselves except possibly in
highly unusual circumstances, or matters advancing the self

interest of a narrow segment of taxpayers such as a specific
industry or a specific economic group.

In areas such as these, no special validity would
attach to a group view if in fact one existed, and for this

reason, these areas generally should be avoided.
The next question that concerned the committee was
that of organization, and with your indulgence, I will try to

condense very briefly the direction of the committee's thinking
in this regard.
We believe any program of tax policy pronouncements
should be founded on research, but we were acutely aware of

the concentration of whatever resources for research that may be
available within the Institute in the research in the accounting

principles area, and for this reason, we were reluctant and
will avoid a recommendation for an organizational structure

which will require a major financial commitment on behalf of the

Institute.
At the other end of the spectrum we were very well

aware that it would be impractical for us to recommend that an
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expanded activity in the field of tax policy be conducted
solely within the existing committee's structure of the Tax

Division.

As you undoubtedly gathered from Bill Barnes' remarks,

the committees in the Tax Division as they are presently con
stituted have full agenda, and added work of giving them an

incentive to study and develop positions from tax policy, while
it would be economical, we believe would be futile.

What we presently intend to recommend is a compromise
between these extremes.

We would like to see the Tax Division

of the Institute expanded to the extent that it would be per

mitted to appoint outside of regular committee membership small
study groups to undertake research and to develop position
papers bn matters of broad policy which are assigned to these
groups by the tax division.
The term of office on these study groups could then

be freed from the normal rotation requirement of membership in

the Tax Division and on one of its committees, and the best

available talent could be sought for these projects without
reference to the limited membership of the Tax Division itself.

Now, a brief word in conclusion about timing.

Again,

referring to Bill Barnes' remarks, you can see the frantic pace

of current activity in tax reform.

I do not believe that this

will subside in the next couple of years.

Possibly five or eight

344

years from now we may look back and characterize the period we
are now entering into as one of the great debate on tax structure

The Institute should be prepared to participate in that debate.
We will recommend insofar as our timing is concerned, we hope

to submit our report so that it will reach the Executive
Committee sometime during the summer of this year.

Hopefully,

if all the necessary approval is obtained for the authority in

organization that the Committee on Tax Policy will recommend,

the program can be undertaken not later than the fall of this
year.
Thank you very much.

PRESIDENT KENT:

Thank you very much, Al.

like an ambitious undertaking.

It sounds

Are there any queries to be

addressed to Al Cohen?
If not, we will move to the next item on our agenda
which is the discussion of questions and suggestions which

members of Council have received from their constituents.
MR. HAROLD BERLFEIN (California):

It is 5:25, and I

should imagine that this part of the program should have a lot

more time devoted to it, and I won’t take a lot of it by giving

all these preparatory remarks.

I sent a letter to my constituents and received a
number of replies.

Some of them were in the emotional area of
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big firm-small firm.

Some were constructive in that area, and

some of them were derisive, but there were some of these letters

that I would like to present here to get a reaction, and maybe
we can do something constructive.
There is a good deal of anxiety apropos to some of the

remarks that John Lawler made.

One, is there a trend towards a great concentration
of practice going on?

If there is, is it good?

Another question, with the conglomerate situation

existing, is there some manner in which the small firm who at

times loses a client in the merger, is there some way that the

relationship or coordination could be worked out which would
have the effect Of raising the standards of practice of the

small firm and the small firm could continue to do the audit?

I know part of that question Joe Roth mentioned might
be taken up by the Audit Procedures Committee as to the certi

fication of reports of subsidiaries.

Another question along this same line is an expressed
attitude on the part of underwriters that there are a limited
number of firms who are really qualified to do SEC work.

trying to give you a feeling that exists.

I am

What is the solution?

I think this is an area which an ad hoc committee
ought to investigate what is the situation with regard to those
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questions.

I think it is better the work of an ad hoc commit

tee rather than an overburdened standing committee, a committee
which can address itself quickly to this problem and promptly

investigate and at the same time communicate the results.
Maybe there is some action that should be taken.

Maybe there

should be some clarification in this field.

I would just like to present this, and maybe there
will be a short discussion, but these are the results from my
own constituents.

PRESIDENT KENT:

comments?

Is there any discussion of Harold’s

We will be glad to take up your consideration of the

appointment of an ad hoc committee, Harold.

I might mention in passing that a week or so ago,
***** Barr told us in fiscal ’68, the year June 30, 1968, 1,174

accounting firms had filings with the SEC under the combination
of the various Acts,

E58

10.

'33 Act,

’34 Act, Reg A, and original Form

There are some duplications, but the duplication would be

small, so it was a rather amazing total of firms that do have

filings with the SEC.

I address that only to your comment

with respect to underwriters.

I realize there is sometime some

agitation from underwriters.
MR. JOSEPH BROCK (New York) :

The mid-year report

includes a reference to the Institute's intention to explore the
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possibility of a continuing educational requirement for licensure

along the lines of the Iowa plan.

I would like to know what

implementation of this intention is and if there is any target
date for reporting of the matter.

PRESIDENT KENT:

Marvin, would you like to comment

on that?
MR. MARVIN STONE:

The president at this last Executive

Committee meeting on Friday discussed with the Executive Commit
tee the possibility of appointing a committee to study this very
problem.

As I understand, the Society of State Boards of

Accountancy or Association of State Boards of Accountancy is
also studying it.

There seems to be a great deal of interest.

From the time I wrote the column that seemed to

stimulate interest in the subject, I personally received a
number of letters.

The committee tentatively mentioned at the

Executive Committee meeting had not yet been appointed.

The

president merely indicated a tentative list of names that
seemed to include some people that were well qualified, but
unfortunately also included my own, so I'm not sure that that

committee listing is going to be final.

There seems to be a

great deal of interest in the subject, and I am sure a committee

should be appointed and the president has indicated his willing
ness and interest in appointing one.

How fast they will come up
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with some definitive program I suppose depends on the makeup

of the committee and what other pressures are on the Institute

staff, because this will require a certain amount of research

by the staff.
That's about all there is to report so far.

I think

there are one or two other states putting in a rule, something
similar to the Iowa plan, that requires I think forty hours
per year but not necessarily on an annual basis, I think up to

perhaps three years to fulfill some type of continuing educa
tion for a CPA to renew his license in practice.
Implicit is the requirement that there be a license
to practice.

There is one in my state in Colorado, and there

apparently is in Iowa and many other states, including, as you

heard, in Illinois, so this license to practice requires a
payment of a fee, and in Iowa it's also going to require the

satisfaction of this continuing education requirement.
PRESIDENT KENT:

Thank you very much, Marvin.

Other

questions from the constituents?

MR. ROBERT DICK (Indiana):

The mid-year report says

a decision has been made to launch an AICPA tax magazine with

broad appeal for the profession.

next year.

The first issue is expected

At the March meeting of the Indiana Society's

Board of Directors, I made a very routine report covering the
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minutes of the Executive Committee meeting of January 20 and 21

held at the Hotel Pierre in New York.

Contained in those

minutes was the approval by the Executive Committee for at least
an exploratory study of this tax magazine proposition.

Frankly,

I had no intention of creating a furor at that time, and this

was reported as a routine matter.

However, the board jumped on

this proposition and passed a resolution instructing me to
express our general disapproval.

We believe that there are adequate tax publications
presently being produced for tax practitioners generally, and
with the extreme pressure on our financial and personnel re

sources, that the efforts might be better spent in other direc
tions.

PRESIDENT KENT:

Thank you, Bob.

report says this is under examination.

I think the interim

The Executive Committee

has approved this subject to the results of the survey coming

up.

We don’t expect it to be a money loser.

We have estimates

of the start-up costs that we will have, but our estimates also

show that it would be entirely likely we would be in a profit
proposition in a year or year and a half.
Further survey and research will be done.

That

doesn’t answer your personnel matter which is a shortcoming to

us.

350

Any other questions?

If not, we will move on to our

next item which is new business.

Is there any new business

to be brought before the Council?
MR. HERMAN BEVIS (New York):

Mr. President and members

of Council, I rise to introduce a resolution about appointments

to the SEC, copies of which I believe were placed on your seats
during the luncheon recess.

While we have been aware all along that the SEC has
never included a CPA among its members, discussion during this
meeting has brought out that the Institute has never gone on

record as expressing an interest in seeing a CPA on the Commis

sion.
I, as Chairman of the Federal Government Committee,

will introduce this resolution which is designed to place
formally in the record such an expression of our interest.

I believe that the resolution is self-explanatory, simple to

understand, and noncontroversial.

Otherwise, I would not recom

mend it for your consideration at this late date without your
having had an opportunity to think about it.

The resolution is as follows:
... Mr. Bevis then read the prepared resolution ...

MR. BEVIS:

I move that the resolution be adopted.

... The motion was duly seconded ...
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PRESIDENT KENT:

It’s been moved and seconded that

we adopt this resolution.

The question has been called for.

May I first say that I understand, Herman, that Donald

Cook was a CPA, and we probably mean practicing CPA or we mean
no CPA has been appointed to the SEC in a number of years.

Do

you think we might need an amendment to that particular clause?
MR. BEVIS:

I will accept that amendment.
So we will make a motion that no

PRESIDENT KENT:

practicing CPA has been appointed to the Securities and Exchange

Commission.

Is there a second to that motion?

... The motion was duly seconded, was put to a vote,
and was carried unanimously ...

Are you ready for the question on

PRESIDENT KENT:
the main motion as amended?

All those in favor of the adoption

of this resolution which you have in front of you, modified
by the insertion of "practicing” in front of "Certified" in
the third Whereas section, please signify by saying "Aye."

(Ayes)

To the contrary?

(No response)

The motion is unani

mously approved.

Thank you, Herman.
Is there other new business to be brought before this

Council?

MR. ALBERT J. BOWS (Georgia):

I have another
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resolution which I consider noncontroversial, and I will propose
this in the form of a unanimous resolution by this:
Whereas, the accounting principles board of the
American Institute of CPAs has made and is making

substantial progress in coping with the difficult,

complex and controversial problems of vital interest
to investors in the financial community and has

coordinated its efforts with the SEC, FEI, Investment
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Bankers and other users of financial statements, and

this progress has been made on a voluntary basis at
a time of widespread public interest in the integrity
of financial statements,

NOW, THEREFORE, the Council Of AICPA wishes to

express its deep appreciation for the personal efforts
of the Chairman, each APB member, the AICPA Executive
Vice President, the AICPA Research and Technical Staff

for their unusual dedication to their professional
responsibilities.

This Council considered their

efforts exemplary in the history of AICPA professional
endeavor.
... The motion was duly seconded, was put to a vote,
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and was carried unanimously ...

PRESIDENT KENT:

Is there any other new business?
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If not, you have been remarkably patient.
getting tired.

Ours are up here, I know.

Your seats must be

My concluding remarks

will be brief.

In the opening remarks yesterday, which now seems like

a long time ago, I suggested the Council was more than merely
the governing body of the Institute, that it is in many respects
the national legislature of the profession, and just as political

writers review the results of a legislative session, I have
pondered the results of our national legislative session here

in Colorado Springs.
My appraisal, admittedly not tempered by the necessary
ingredient of sufficient time for the sober reflection, is that

we have had an historic meeting marked by major policy decision

after free and adequate discussion.

We have approved five pro

posals of major importance to the profession.
Yesterday we approved a precedent shattering resolu
tion which marks our profession’s recognitions of its responsi

bilities to help solve the social problems relating to the

disadvantaged.
This morning we approved the first revision of the

charter of the APB, a revision made necessary, among other

reasons, by the rapidly growing acceptance of our APB as the
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sole establisher of the accounting principles.

We approved an amendment to Rule 2.02 of our Rules
of Professional Ethics to require disclosure of departure from

APB opinions, an amendment which we made in the calmness of a
lack of controversy, but which we hope will further enhance the

stature of the APB and the accounting profession.
A third action this morning is a truly historic change

to grant our members the right to practice in sole proprietor

ship, partnership or corporate form, all within the confines of
appropriate safeguards to protect the public interest.
This afternoon we have approved the recommendations

emerging from lengthy study of educational and experience
requirements for a CPA, a study which was founded on the Horizons

For A Profession.

This historic requirement has been eliminated

prospectively.

In addition, we have been updated and had an opportun
ity to discuss other significant developments affecting the
overall profession and each of us individually.

I refer to

Walter Hanson's report which demonstrates the financial advantage
of change in administration, a switch from deficit to surplus
operations.

A review of the CPA’s role in management advisory

services by Malcom Devore reporting in his capacity as Chairman
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of the Ad Hoc Committee on Independence.
A look in the MS crystal ball by Jordan Golding in an

effort to determine "Where Do We Go From Here In MS?"
A somewhat gloomy view of our professional liability

problems by John Schumann and David Isbell, but a view we must
pay attention to.
A discussion of the not totally smooth road to progress
in accounting by Leonard Savoie, our Executive Vice President,

and an impressive report on the work of the APB Vice Chairman,
LeRoy Layton.
Another crystal ball exercise by Joe Roth on "What Is

Ahead For The Auditors?"
A stirring plea for unity and a promise of a future

plea for action by Ken Thompson in his capacity as Chairman of
the Committee on State Legislation.
A thoughtful commentary entitled "The Divided House

of Accounting" by our very competent Administrative Vice Presi
dent, John Lawler.
A discussion of "The Integrity of the CPA Certificate"
by Jack Costello in his capacity as President of the National

Association of State Boards of Accountancy.

"The CPA And The Educator" by Sidney Davidson, Presi
dent of the American Accounting Association.
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An updating on the Federal Tax scene by Bill Barnes
and related expression of views on the CPA’s influence on future

tax policy by Al Cohen which indicates that committee is coming
to grips with its assignment.

We had pleasure in learning of the awards committee
selection of Herman Bevis as the recipient of the AICPA Gold
Medal presented to him at the annual meeting in Los Angeles in

the fall, and I think the applause which took place at that

time indicated the agreement of the Council members with the
selection.

You will receive on Monday or Tuesday a summary of
the actions taken at this Council meeting.

That will go in the

mail from the Institute office by the end of this week.

We urge

that the members of Council communicate these actions to your
constituents back home.
It’s now timely that we express our appreciation to

those who made our session so fruitful.

First, I think John

Lawler who plots the program and guides us by his thoroughness
and the wisdom of his judgment.

Of Norman Nestler and Doug

Heath who looked after the many, many housekeeping details that
are involved in such a meeting as this.

Diane Press who has

looked after the Institute office here on the very sound basis

of one Council session, one Institute office requires one girl.
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The speakers who provided us much food for thought,
and many others unnamed but who have labored in the background,

Phil Stansbury, my own secretary, Eileen Mullen.

I think we

owe a vote of thanks to this group that has contributed so much

to our successful meeting.
I would suggest a round of applause for all of them.

I feel obliged to alert you to the risk that confronts

you two years from now when we return to Colorado Springs.

I

can’t believe that Marvin Stone will do it to us again.

It's been a pleasure for me to participate in this
meeting.

If there is no other new business, I will entertain

a motion for adjournment.

... Upon motion duly made, seconded, and carried

unanimously, the proceedings were adjourned at 5:40 o'clock
p.m

